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CHARTER OF TANKERS BY NAVY 


THURSDAY, MAP.CH 4, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON 4,8MED SERVICES, 
Wash ington, dD. f, 

The subcommittee (consisting of Senators Saltonstall, Hendrickson, 
and Stennis) met, pursuavt to notice, at 10:30 a. m., in room 212, 
Senate Office Building, Senator Leverett Saltonstell (chairman) 
presiding. 

Present: Senators Saltonstall, Hendrickson, and Stennis. 

Also present: Senator Flanders; Philip K. Allen, chief clerk; and 
Verne D. Mudge, of the committee staff. 

Chairman SAaLtronstauu. For the record, the chair will appoint him- 
self and Senators Hendrickson and Stennis as a subcommittee in 
connection with holding this bearing and reporting to the full com- 
mittee on S. 2788. 

Mr. Secretary, this is an open hearing on S. 2788, a bill to authorize 
the long-term charter of tankers by the Secretary of the Navy. 

(The bill referred to is as follows:) 


[S. 2788, 83d Cong., 2d sesc.] 


A BILL To authorize the long-term time charter of tankers by the Secretary of the Navy, and for other 
purposes 

Be it enacted by the Senate and House of Repre sentatives of the United Staies of 
America in Congress assembled, That, notwithstanding the provisions of section 
3679 of the Revised Statutes, as amended (31 U.S. C. 665), of section 3732 of the 

tevised Statutes, as amended (41 U.S. C. 11), or of any other law, the Secretary 

of the Navy or such officer as he shall designate is authorized to enter into con- 
tracts upon such terms as the Secretary of the Navy shall determine to be in the 
best interests of the Government for the time charter of not to exceed twenty 
tankers not now in being for periods of not more than ten years to commence 
upon tender of the tankers for service after completion of construction. The 
tankers shall be of approximately twenty-five thousand deadweight tons eacl 
with speeds of not less than eighteen knots and shall be constructed in United 
States shipyards for operation under United States registry. 

Chairman Sautronstauy. As the Chair understands the situation 
the American-flag tanker tonnage is in the process of a sort of block 
obsolescence which entails serious risk to our security. 

During the war, our buildup of the standard T—2 type tanker gave 
us the world’s largest tanker fleet. 

The tremendous postwar buildup of foreign tanker fleets, and the 
fact that our own wartime fleet will become obsolete all in a block, 
plus the need for larger and much faster types, all place us in a very 
poor competitive position in the tanker field. 

Private builders are not willing to build the larger and faster types 
needed to meet the logistic requirements of modern fleets unless there 
is some assurance of a long-term charter. 
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To meet this need, the bill proposes to authorize 10-year Navy 
leases on not to exceed 20 new vessels of the type needed. 

Mr. Secretary, we have asked you to come, and we have also asked 
Admiral Denebrink, commander of the Military Sea Transportation 
pervice 

Will you tell us about this bill, and whether vou need it at once, 
and why you need it, and why you think that this is an efficient way 
to run the Navy; why should not the Navy own these tankers, and 
why should they build them by private builders and lease them, and 
any other questions that occur to you? 


STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
NAVY; ACCOMPANIED BY VICE ADM. FRANCIS C. DENEBRINK, 
COMMANDER, MILITARY SEA TRANSPORTATION SERVICE; AND 
REAR ADM. IRA H. NUNN, JAG, UNITED STATES NAVY 


Secretary ANDERSON. All right 
\Ir. Chairman, shall I read a statement I have here 
Chairman Sattonsrau.. Well, perhaps, if it is a brief staten at, 


») 


you may put it in the recor 
Secretary ANDERSON. If vou prefer 


Chairman SaLTonstaLy. If you prefer we will put it in the record, 
and we will let you talk. You talk well 
Secretary ANDERSON. All right, sir 


Chairman SaLronsraui. We will put the statement in the record, 
and the Secretary can tell us what he pleases. 

Secretary ANDERSON. Mr. Chairman, let me say, in the first place, 
that the Secretary of Commerce has raised one question with reference 
to the bill, and that is, beginning on line 3, with the words “notwith- 
standing the provisions of section 3679 of the Revised Statutes, as 
amended,’’ and so forth, down to where it says, on line 6, “the Secre- 
tary of the Navy . 

The objection of the Secretary of Commerce is that the law cur- 
rently provides that no tanker that flies the American flag can be 
transferred to foreign registry without the permission of the Secretary 
of Commerce. 

Now, the Secretary of Commerce felt that if we included this 
particular section that it might have some effect of abrogating the 
requirement of private owners owning these 20 tankers, of trans- 
ferring them to foreign registry without his permission. 

Accordingly, we are in agreement with that. We do not want them 
transferred to foreign registry without the agreement of the Secretary. 

Chairman SatronstaLi. So what you are asking for is to strike out 
that “‘notwithstanding”’ provision? 

Secretary ANDERSON. Yes, sir; the “notwithstanding” provision. 

Chairman SatronstaLty. And that provision would permit or 
allegedly permit the ships to be transferred to foreign registry without 
getting the approval 

Secretary ANDERSON. That is the fear of the Secretary of Com- 
merce; and we are perfectly willing for it to be stricken out if it raises 
any doubt in his mind. 

Chairman Satronstaty. The American Merchant Marine Insti- 
tute, in a letter signed by Francis T. Greene, executive vice president- 
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and I believe you have seen this letter—suggests that the last sentence 
of the bill on page 2, lines 2 to 5, be amended to read as follows: 


The tankers shall be of approximately twenty-five thousand deadweight tons 


each with speeds of not less than eighteen knots and shall be constructed in 
United States shipyards of materials and equipment produced or nufactured 
in the United States for operation under United States recistr 


That amendment would add the words “materials and equipment 
produced or manufactured in the United States,’’ as I read it. 

Would you comment on that also in your remarks, Mr. Secretary 

Secretary ANDERSON. Yes, sir; I will. 

Chairman SALronstaLu. For the purposes of the record, the Chair 
without objection, will put the entire letter in the record at this point. 

(The letter referred to is as follows: 


> 


AMERICAN MERCHANT MARINE INSTITUTE, IN¢ 
Washington, D. C., March 4, 1954 


S. 2788—A bill to authorize the long-term time charter of tankers by the Secretary 

of Navy, aad for other purposes 
H LEVEREYVT SALTONSTALL, 

( man, Comp / Oo? irmed 
United State Senate, Was} ngto B.C 

DEAR SENATOR SALTONSTALL: T American Merchant Marine Institute, In¢ 
composed of the owne of a substantial majority of American-flag shipping of 
all categories, supports 5. 2788, which would authorize the Secretary of 
Navy to enter into long-term charters of not to exceed 20 tankers which are to 
be b ilt, sucl charter to run tor pe riods of not more than 10 years commencing 
with the tender of the comy) leted tanker for service by the Navy We believe 
that to the extent the Navy may have need for ships which are predominant ly 
commercial in character, they should come from private industry. The pro 
posed legislation would make it clear that the Secretary of the Navy may thus 


itilize the capital investment and the facilities available in private industry 
We further support the requirement of the bill that the tankers, in order to 


be eligible for such long-term charters, must be “constructed in United States 
shipyards for operation under United States registry.”” We point out, however, 
that this limitation leaves open the possibility—and it is a real possibility—that 
such tankers may be fabricated in United States yards using major components, 
propulsion machinery, or other materials purchased from abroad In order to 


prevent such an eventuality, vhich is cle rly not contemplated by the legislati« n, 
the American Merchant Marine Institute urges that the last sentence of the bill 
lines 2 to 5 of p. 2) be amended to read as follows, the new wording which we 
bv italics: 

*The tankers shall be of approxims telv twentv-five thousand deadweight tons 
each with speeds of not less than eighteen knots and shall be constructed in 


suggest being shown 


United States shipyards of materials and equip? nt prod ced or mar ifactured n 
the U]/nited States for « elation under | nited States registry 9 
We sincerely hope that you will think well of our suggestion, and respectfully 
ask that this letter be incorporared in the record of your consideration of 5. 2788. 
Sincerely yours, 
Francis T. GREENE, 
Executive Vice President. 

Chairman SatTonsTALL. You will speak to the bill as amended 
by your suggestion of striking out that “notwithstanding” clause. 

Secretary ANDERSON. Yes, sir. 

Chairman SaLToNsTaLy. So that we will consider the bill as 
rewritten by leaving that provision out. 

Secretary ANDERSON. Yes, sir. 

Chairman SaLronsTaLL. Thank you. 

Secretary ANDERSON. As the committee knows, the United States 
has a large number of worldwide commitments, and one of the require- 
ments that we have, of course, is for the worldwide movement of 
petroleum products in the event of any emergency. 
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As the Chair has previously indicated, a great number of our 
ships were built early in 1940. The average life of a tanker is some- 
where in the neighborhood of 20 vears, and we are looking forward to 
a time in which there will be a possibility of a great obsolescence. 

At the same time, we feel that we have substantially added require- 
ments of increased speed in our ships, speed being one of the greatest 
factors for assuring protection of them. 

As has further been indicated by the chairman, private industry 
has not been willing to build in sufficient volume the number of tankers 
which we need as a mcvilization reserve and mobilization potential in 
the absence of some long-term charter. Currently we feel that we 
do not have the authority to contract for a period of 10 years with 
firms who might build these tankers and, as a consequence, are bring- 
ing this matter before the Congress. 

Chairman SatronstaLu. How long can you contract for now? 

Secretary AnpERSON. [| think it is what, three? 

(Admiral Denreprink. It is a question of money and it is a question 
of time; it is a question of exceeding the obligational authority. 

Secretary ANDERSON. | know, but we have got a definite limitation. 
Was it 1 or 3? 

Admiral Denesrink. It is strictly time 

Admiral Nunn. The legal restrictions under which we operate, 
Mr. Chairman are those which were listed in the bill, to begin with, 
which the Secretary has asked to be eliminated, and the restrictions 
are contained in section 3679 of the Revised Statutes, which provides 
as follows—it is brief, sir, and I will read it, if you like: 


oa 


No officer or employee of the United States shall make or authorize an expendi- 
ture from or create or authorize an obligation under any appropriation or fund in 
excess of the amount available therein, nor shall any such officer or employee 
involve the Government in any contract or other obligation for the payment of 
money for any purpose in advance of appropriations made for such purposes unless 


such contract or obligation is authorized by law. 





Section 3732 of the Revised Statutes provides as follows: 


No contract or purchase on behalf of the United States shall be made unless the 


same is authorized by law or is under an appropriation adequate to its fulfillment, 
except In the War and Navy Departments for clothing, subsistence, forage, fuel, 
quarters, transportation, or medical and hospital supplies which, however, shall 
not exceed the necessities of the current year. 


Now, the difficulty is in making a charter party in excess of 1 year. 


Chairman SALTONSTALL. In excess of an appropriation, is what it 
amounts to 

Admiral Nunn. Or in excess of an appropriation; ves, sir. 

Chairman SALronstaty. Thank you. 

Secretary ANDERSON. Now, Mr. Chairman, several factors have 
entered into our thinking. 

In the first place, we think that these tankers ought to have certain 
characteristics. They ought to have not too excessive a draft; they 
ought to have certain characteristics of length and width, carrying 
capacity, but because they would be used in various places around 
the world or at least should be able to be used in various places 
around the world, and because by having stated characteristics, we 
would be in a much better position to secure competitive bidding. 





1 See letter of the Secretary of the Navy to the chairman of the Senate Armed Services Committee dated 
March 10, 1954, elaborating on the answers to this question contained in the stenographic transcript, which 
appears at end of hearing. 
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The bidding, of course, would be on the basis of how much they 
would charge in their lease to the MSTS per deadweight ton per 
month. 

We are contemplating that the ship would have a capacity of 
approximately 25,000 deadweight tons, and that each tanker that 
would be built and would go into service would represent something 
like one and a half of the current tankers. 

Presently we are operating 55 of the T-2 type tankers, and we will 
secure in the near future 4 tankers of the Orion Trading & Shipping 
Co., larger tankers, which will replace 8 of the T—2 type and leave 47 
of the T-2 type tankers. 

If we construct these 20 new tankers, we will then be able to inacti- 
vate 37 of the present slower type tankers, and put them in the Navy 
reserve fleet. 

Now, as to the matter of cost, I think Admiral Denebrink will go 
into that in some detail, but if we assume that the 20 tankers could be 
chartered for a 10-year period at $5 per deadweight ton per month, 
and including the inactivating of the 37 T-2 type tankers, and consider 
the cost of operating the remaining 10 T-2 tankers, we would have a 
cost of about $427 million for the 9-year period, which would be 
approximately $22 million more than to continue the operating of the 
47 T-2 tankers. 

On the other hand, if the 20 large tankers could be chartered for 
$4 per deadweight ton per month, then the cost would be $384 million 
over the 9-year period, or some $21 million less than the continued 
operation of the 47 T—2 tankers. 

So that we feel, I think, that $5 would be the maximum, $4 would 
be about the minimum, and somewhere in there, at around $4.50 per 
deadweight ton would be the break-even point as a matter of cost, 
between the large tankers and the continued operation of the 47 
T—2 tankers 

We, of course, would rely on competitive bidding among the com- 
panies to get the price down as low as possible. 

Chairman SALTONSTALL. $22 million are spread over the 10 years? 

Secretary ANDERSON. Yes, really over the 10-year period. Really 
it is over a 9-year period, because if you start to work on them now, 
it is what, 2 years, when you put them into operation? 

Admiral Denresrink. About 2 years. 

Secretary ANDERSON. About 2 years. 

Chairman SALTONSTALL. So what you say is, you will have 20 
ships instead of 37 ships; you will have faster ships and more modern 
ships, at an expense of approximately $22 million spread over a 10- 
year period? 

Secretary ANDERSON. That is assuming that you had a charter 
rate of $5 per deadweight ton. 

Chairman SALTONSTALL. You hope to do better than that. 

Secretary ANDERSON. We hope to do better than that. 

Chairman SALronsTAaLL. What is the life of the present T—2 tankers, 
the remaining life? 

Secretary ANDERSON. About 10 more years. 

Chairman SALTONSTALL. So that you could, providing we had no 
more difficult world conditions than we have now, presumably get 
along with what you had for the next 10 years, but what you are 
trying to do is to modernize and also to extend the life. 

443638—54 2 
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Secretary ANDERSON. We are trying to do that. We are trying to 
add to our reserve fleet by putting some of the tankers which curre ntly 
are in use, putting them into the reserve, which would mean we would 
have them ready for operation, if — be. Then we would have in 
operation these larger tankers which, carrying larger amounts at 18 
knots sustained speed, and of a characteristic which we think would 
fit into the military requirements. 

Chairman SaLtTonsTaLL. What is the present speed of the T—2? 

Secretary AnpgeRSON. What is the present speed? About 15 knots. 

Chairman SaLronstauy. Mr. Secretary, what can you tell us about 
the general supply of tankers owned privately or owned by the Govern- 
ment in the United States at the present time? 

Secretary ANperson. That is in Admiral Denebrink’s statement in 
some detail, and if that is all right 

Chairman SALTONSTALL. Then we will not go into that now, but 
that is an important factor. 

Secretary AnpERSON. It is very important; it is very important, 
and we have a complet: picture of the world tanker situation which 
the admiral is prepared to show to you. 


This letter which you have referred 


to, Mr. Chairman, from Mr. 


Frane is Gre ene, | had not seen prio! to a few minutes aco, but | would 


certa nin agree with the philosophy which he has expressed there 


and if it is the desire of the committee to incorporate it, we would have 


} 


no objection to it 


Chairman SALTonsTaLu. You would have no objection to it. It 
might make the tankers a little more expensive. 
Secretary ANDERSOD That is true; it might influence the bidding. 


Chairman SaLronsTALuL. On the other hand, if we are going into 
— ve hope is not a rece ssion but a slicht steadving off of business, 


it would help the employment situation in this country. 
Secretary ANDERSON. We 1. f course, we of the Navy are always 


interested in the whole Shipbuilding problem because, as the chairman 
knows, and we have discussed before this committee, the shipbuilding 
industry in every part of the United States is in difficult straits. 
Anything that we do to help increase the amount of shipbuilding in 
this country and in the building of ship component parts, I think, is 
advantageous to us. 

Chairman SaLtTonstaLu. So that really you not only do not object, 
but you would be rather in favor of that? 

Secretary AnpERsoN. Yes. As I say, I would favor the philosophy 
that is expressed here. 

Chairman SatronsTaLu. Have you anything more you want to add? 

Secretary ANDERSON. No, sir. 

Whatever questions you have, I will attempt to answer. 

Senator Henprickson. Mr. Secretary, in this $22 million spread 
over a period of 10 years, does that include the maintenance of your 
reserve tankers? 

Secretary ANDERSON. Yes, sir; those we would put into the reserve 
fleet; it does. 

Senator Henprickson. I have no other questions, Mr. Chairman. 

Chairman SALTONSTALL. Senator Stennis? 

Senator Stennis. Mr. Chairman, I am not sure I understand the 
terms here. You were talking about what tons, the charter tons? 

Secretary AnpEeRsoN. The deadweight tons. 
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Senator STENNIS. You propose to build these and then charter them 
out to somebody else, or - 

Secretary ANDERSON. No, sir. What we would do is we would ask 
for bids on a charter of a ship of certain characteristics, that is, of 
certain length, certain width beam, certain draft, carrying capacity, 
sustained speed fully loaded, and so forth. Private companies would 
then build the ships with their own funds; there would be no appro- 
priated funds involved at all. We would agree to enter into a 10-year 
contract to lease those ships from the firm that built them, and the 
bidding would be on the charter, as to whether they charged us $5 per 
deadweight ton, per month, or less, or whatever the bidding would be. 

Chairman SAuttonstaLu. If Senator Stennis will yield—— 

Senator STENNIs. Yes. 

Chairman SALTONSTALL. It would help the Chair, who always gets 
mixed up between gross tonnage, net tonnage, and deadweig! 
tonnage, and if the Secretary, who is a distinguished Texan, could 
describe that to us, or refer to his experts, il would be appreciated, 

Secretary ANpERSON. Well, the deadweight tonnage, as I under- 
stand it, is the total lifting capacity of the ship; it is the crew, cargo, 


) 


fuel, stores, passengers, everything in a ship; is that correct’ 

Admiral Denrerink. Yes. 

Chairman SALTONSTALL. What is the gross tonnage? 

Secretarv ANDI RSON, it is the cubie capac ty of the ship. 

Chairman SatronstaL.. The gross tonnage is what the ship will 
hold inside, including all the machinery and everything else, and the 
net tonnage it will hold for a cargo? 

Admiral Denrsrink. That is right; net tonnage roughly expresses 
the capacity of the ship for cargo and passengers. 

Chairman SALTONSTALL. So, to put it in this way, is this a proper 
question, what are the number of barrels of oil that the net tonnage 
will hold? 

ApMIRAL Deneprink. The ship is 25,000 deadweight tons, and if 
you will multiply that by 7, you will get about 175,000 barrels of 
cargo capacity. That will, in turn, vary, depending upon which 
product you carry. You can carry more aviation gasoline than you 
can earry black oil, but it is roughly about 7 times, or 175,000 barrels, 
is the pavload, less fuel, stores, and fresh water and crew. 

Chairman Sattonstauu. The charter, Mr. Secretary, following up 
with Senator Stennis asked, is based on the deadweight tonnage? 

Secretary ANDERSON. Deadweight tonnage. 

Chairman SaLTonstaLy. Based on the overall weight of everything, 
including the ship? 

Secretary ANDERSON. It does not include the ship. It includes the 
cargo, the fuel, the stores, the passengers, the crew, but it does not 
include the weight of the ship. 

Chairman SALTONSTALL. It does not include the weight of the ship. 

Senator Stennis. Well, continuing just a little further, what is 
going to happen at the end of 10 years? Whet is the legal situation 
then? 

Secretary ANpERSON. At the end of 10 years they belong to the 
company that constructed them. 

Senator Stennis. Do you contemplate further use of them by the 
Government? 
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Secretary ANprerson. I do not think that we could see that far 
ahead, Senator Stennis. I think we would have to wait and see 
whether or not we wanted to make an effort to renew the charter. 

Senator Strnnis. Well, when they set that price, do they think 
they are going to have a chance to get it renewed, or do they assume 
they will not, and put it all on the 10 years? 

Secretary ANDERSON. Well, I would assume that they could not 
look that far ahead, either, Senator. 

Senator Stennis. All right. Why should we not just build the 
ships ourselves, and that would end it? 

Secretary ANDERSON. Wecould do that. There is a question of —— 

Senator Stennis. I am not suggesting that we do it. I just want 
to see what your reasoning is. 

Secretary ANDERSON. Well, we have taken the position that here 
is an opportunity to secure 20 tankers of the type that we need, 
without asking for appropriated funds, and putting into reserve the 
tankers which we currently operate, which adds to our reserve poten- 
tial, and then spreading whatever costs there would be over the years 
by the charter party. There, of course, is the possibility that if we 
are able to, if the bidding is such that we are able to get a low enough 
rate, it could very well be that we could operate the ships at less 
than it would have cost us to operate the ships we are currently 
having in operation. But we think that somewhere around $5 
would be the maximum that the bidders would bid. 

Senator Stennis. Well, now, you gentlemen are in so much better 
position to know than I am, but the general impression is that the 
Navy has too many ships now, you know, post-War II, and we see 
them—lI see great numbers of them in Mobile, I know, and else- 
where. You need this more modern type tanker, is that your feeling 
on it, Mr. Secretary? 

Secretary ANDERSON. Very definitely so. We need them with lar- 
ger carrying capacity. The fuel requirements of not only ships but 
planes and other types of equipment which are going into being are 
such that we need to carry more cargo, and we certainly think we need 
them at greater speeds, and we need as well to have a reserve potential. 

Senator Stennis. Would these be used in supplying our overseas 
bases with all this petroleum product and all? 

Secretary ANDERSON. Yes, sir. 

Senator Stennis. That is all I have. 

Senator Henpricxson. Mr. Chairman, may I ask a question? 

Chairman SaLTonstau. Yes. 

Senator Henprickson. Mr. Secretary, you mentioned a reduction 
in draft in the new ships, did you not? 

Secretary ANDERSON. No, sir. I said that we would want to have 
a specified draft, that is, one that would not be too deep. l think we 
are asking for 32 feet. In other words, the idea that we have had in 
setting up the characteristic of the ship is to haul large volumes, and 
then to be able to put the ship in as many different positions and ports 
as possible. That is the reason we are concerned about the charac- 
teristics. 

Senator Henpricxson. Will these tankers that you plan to use, 
the new ones, be able to use the St. Lawrence seaway, for example? 

Admiral Denresrink. We could—the St. Lawrence seaway, as I 
remember, is about 27 feet. 
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Chairman SALTONSTALL. That is right. 

Admiral Denresrink. Twenty-seven feet. The ships would be 32 
feet, fully loaded. Of course, they could pal tially load them and ie ng 
them up to 27 feet, but 

Chairman SaLronsTaL. I had an argument, Admiral 

Admiral Denesrink. I do not think that we would want to use the 
ships in that particular geographical area. There is no fuel up there, 
and we do not need to take fuel up there. 

Chairman SaLronstau_. It is the question as to how fast you could 
drive a ship up a 27-foot channel and what de pth it would be when you 
were doing it. It would be nearer 22 and 23 feet, rather than 27 feet 

Admiral Denesrink, That is right. 

Chairman SALTronsTaLL. You could not put a 27-foot boat up a 
27-foot channel, could you? 

Admiral Denreprink. It is very hazardous. 

Chairman SatronstaLL. The Chair would respectfully say to the 
Senator from Mississippi that he has refrained from asking any further 
questions on the use of these T-2 tankers, because he understands 
Admiral Denebrink is going to testify about that. But I think that 
is & very important part of the problem that the Senator asks about. 

Senator STenNis. I want to ask the Secretary this: 

Mr. Secretary, vour business judgment also coincides with the rest 
of the picture here that we should make this—that we should take this 
step; is that right? 

Secretary ANDERSON. Yes, sir. I think I would sav that vou have 
to take into consideration the requirement for a reserve fleet, vou have 
to take into consideration the requirement for increased speed, carry- 
ing capacity. 

And, of course, you have to weigh against it what it is going to cost. 
We think that by utilizing this method thst we would be utilizing 
private funds and paying the Government’s cost over a period of 
years, so that it sounds like a good business arrangement. 

I think I should also mention to the committee, Mr. Chairman, 
that this matter has been discussed and approved by the National 
Security Council as being in the national interest. 

Chairman SaLronsTaLu. To put it on a business basis, Mr. Secre- 
tary, following up what the Senator from Mississippi has said, it is a 
question of whether or not to put capital funds into an investment of 
this kind or whether it is wiser to do that or to let somebody else put 
the capital funds in and take a lease, which is an operating charge 
over a period of 10 years. 

Secretary ANDERSON. Yes. 

Chairman SALTonsTALL. It is just like the Woolworth Stores or 
the Kroger groceries or anything else having private people build 
their buildings and taking long-term lease Ss; it is the same principle? 

Secretary ANpERSON. That is correct, 

Chairman SALTONSTALL. Are there any athe questions? 

Senator Srennis. Thank you; that is all, Mr. Chairman. 

Chairman Satronsrauu. Thank you, Mr. Secretary. 

Do you wish to leave, or would you prefer to stay? 

Secretary ANDERSON. If it is agreeable to the committee and you 
have no other questions, I would like to leave. 

Chairman SavronstaLy. The Chair does not think of anv other 
questions, unless some questions come up in connection with the 
admiral’s statement. 
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Secretary ANDERSON. Can you think of any questions? 

Admiral DENEBRINK. No 

Chairman Sauronstatyt. Do any other members have any ques- 
tions < 

Senator Stennis. I appreciate, Mr. Chairman, that you could put 
this strictly on a business basis alone, but I wanted to have his business 
judgment as it fit into the rest of the picture, and I think he made that 


»laar 
ical 


Secretary ANDERSON. Yes, sir. As I think you would consider 
business judgment in a matter of this kind, it seems to be sound. 
Chairman SaLronstaLt. Would you, Mr. Secretary, before you 
leave and the (hair does not wish to hold you, but the Chair does 
think it is important in connection with business judgment for vou to 
state what is going to happen to these T—2 tankers, and what use they 
can be put to 
Now, the Chair understands that they can be made available and 
are not necessarily going into mothballs, and if the admiral is going to 
talk about that, perhaps he could start off a little bit, and then 
Secretary ANDERSON. Suppose I stay here a few minutes 
Chairman SALTonstaLu. The Chair believes that is very important. 
Secretary ANDERSON. I agree. 


(The Secretary’s prepared statement follows: 


NT OF THE SECRETARY OF THE NAvy IN Support oF PRopOsED BILL 
5S. 2788, Berore THE ARMED SERVICES COMMITTEE OF THE SENATE 


The worldwide commitements of the United States require the maintenance, 


nder the United States flag, of ocean transportation capability sufficient not only 
) eet e immediate surge in requirements following the outbreak of war but 
o a capability for continuation and rapid expension of logistic support to 





the United States and Allied Forces overseas. The present-day requirement for 
ldwide movement of petroleum products has resulted from the 
f postwar tension and United States commitments 











increasi de 
ove s. | lefinite continuation of this period of world insecurity 
ve m mai ibility to supply the farflung bases which are deemed 
essential for 1 of our national security. 

The Department of the Navy has the responsibility within the Department 
of De se for the ocean transportation of petroleum and petroleum products 
necessary to meet the requirements of the military departments. Should a war 
be thrust upon us, the ability to transport by sea great quantities of petroleum 
products to various areas in the world immediately upon mobilization will be a 
critical factor. In previous testimony before congressional committees the 


Department of Defense has expressed its concern over the indicated deficit in 
modern tankers documented ler the United States flag and available to the 
es upon mobilization. Our capability to move 
petroleum products may have a decisive impact upon the success of military 
operations in the crucial period immediately following the outbreak of such a war. 
Of equal concern is the lack of a tanker reserve considered necessary to provide 
the lift capability required to successfully sustain military operations until such 
time as a full mobilization shipbuilding program may be brought into being. 
The ability of the United States shipbuilding industry to meet successfully the 
demands of such a program depends, in turn, on the maintenance of a reasonable 
level of peacetime production in the United States shipyards. 

Consideration of military and civilian mobilization requirements, capability 
of existing tanker tonnage, anticipated losses due to enemy action, and time 
required for new construction strongly support the concept that the Government 
should promptly take such steps as are practicable to promote the construction 
of new tanker tonnage under the United States flag prior to mobilization. With 
the foregoing picture in mind, the commander, Military Sea Transportation 
Service, Vice Adm. F. C. Denebrink, United States Navy, was directed to make 
a study to determine how the Navy could participate in an overall program to 


improve the position of the privately owned United States flag tanker fleet. 
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I n roposed program for the char ing of large, fast tankers on 

a lo erm basis undertaken, the Secretary of the Navy will accomplish such 

uugh the Military Sea Transportation Service, which has been 

i la ea y of the Department of Defense responsible for providing 

portation for the 7 I d cargo¢ f the Department The opera- 

tions of the Militarv Sea Transportation Service are financed by a workine- 

capital 1d established within the Navy industrial fund by the Secretary of 

1) ise with the approval of the President rhe working-capital fund is endowed 

V 1 all I ‘ristics of a revolving fund fhe limitations on a revolving 

f 1 ir “d i rri ybligations require that no obligation be in excess of 

mo s available to the fund together with the amount of anticipated reim- 

I nents within a time period capable of prediction covered by a current plan 
‘ 

The period over which the proposed program is to be financed and the total 
amount of money involved are in excess of the limitations applicable to a revolving 
fund as outlined above Consequently, in order that we may obtain the authority 
requisite to further implementation of this vitally needed program, it has been 


arv to seek congressional approval in the form of specific aAULDOrIZzZIng legisla 
} } 


Accordingly, the Depar nent of the Navy strongiy urges the enactment of 


I have called upon Vice Admiral Denebrink to explain to you in detail the aspects 


proposal which, if plemented, will increase substantially the privately 
owned tanker fleet, provide the nucleus for a much-needed tanker reserve and will 
in injecting new life into the United States private shipbuilding indust1 


Chairman SALToNsTALL. Admiral Denebrink. 


STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, COM- 
MANDER, MILITARY SEA TRANSPORTATION SERVICE 


Admiral Denesprink. My name is Francis C. Denebrink, vice 
admiral, United States Navy, commander Military Sea ‘Transporta- 
tion Service. 

If I may have the indulgence of the committee, I have tried to lay 
out this entire problem in a statement, and I believe that it would 
serve very well if you would permit me to read this statemént. 

Chairman Satronstauu. All right; then we will not hold the 
Secretary. 

Admiral Denresrink. And it will illustrate what I have to say with 
some charts. 

Chairman SatronstTaLy, Thank you. 
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Admiral Denrsrink. In the interests of clarification, I think that 
would be helpful. 

Chairman SALronstaLu. Thank you, sir. You proceed in the way 
that you think will be most helpful, and we will not ask the Secretary 
to stay. 

Secretary ANDERSON. Thank you, Mr. Chairman. 

Admiral Deneprink. Mr. Chairman, the Secrets ury of the Navy in 
his statement before the committee has emphasized the need for early 
augmentation of the present United States flag tanker fleet. I do not 
believe it is necessary for me to elaborate much further upon the war- 
time need for modern high-speed tankers inasmuch as this requirement 
should be as readily apparent to those who have felt the pinch of war- 
time rationing of petroleum products at home, as to those who have 
experienced the frustration of being unable to carry out a military 
task as a result of the same shortage. The priority that was given by 
the enemy to the destruction of tankers and the appalling tanker 
losses which were sustained by the United States merchant marine 
in World War II as a result of this priority must constantly be borne 
in mind if we are to avoid repetition on a far greater scale of this 
tragedy of American unpreparedness. 

The Navy is giving high priority together with other projects, to 
the problem of countering enemy potential in antishipping warfare. 
Equal priority must be given to the development of a merchant fleet 
composed of modern high-speed ships with defense characteristics 
adequate to match the accelerated pace of future wars. The Military 
Sea Transportation Service with the support of the Department of 
the Navy has, after a thorough and detailed study of the current 
tanker situation, developed a program which it is believed will ma- 
terially assist in maintaining the United States flag privately owned 
tanker fleet in a state of readiness equal to the task of supporting our 
national defense. The results of this study sane been summarized 
in detail in a document entitled “Tanker Study,” copies of which will 
be made available upon request of the committee. During my 
appearance before you today, my comments will be based primarily 
on the above study. 

(The document referred to is as follows:) 

TANKER STUDY 

The purpose of this study is to summarize the tanker situation: past, present, 
and futu On the basis of the facts contained herein, it is hoped that the com- 
pelling aed for additions to the United States tanker fleet will be evident. 

The T2-SE—Al-type tanker has a deadweight capacity of 16,600 tons and a 
speed of 14.5 knots. In the discussion following, ship characteristics and lift 
capabilities will be expressed in terms of T—2 equivalents 

The effect of World War II on the tan -_ fleets of the a maritime nations 
of the world was considerable. With the exception of United States and Panama, 
all suffered a loss in tanker deadweight tonnage, ranging from 14.2 percent for 
the British Empire to 70.3 percent for Italy. Oddly enough, the tonnage loss 
suffered by Japan was very small, amounting to only 4.8 percent. 

Replenishment of the foreign-tanker fleets lost during the war involved two 
programs: a short-term program designed to meet the immediate needs of indi- 

idual countries, and a long-term program planned around reconstruction and 


replacement of warworn tonnage adequately spaced so as to mitigate ‘‘block 
obsolescence.’’ The short-term program, in essence, involved obtaining tankers 
quickly through purchase from the United States. These purchases were made 


possible by enactment of the Merchant Marine Sales Act of 1946, which permitted 
he Maritime Administration to sell Government-owned warbuilt ships, first to 
qualified American citizens and, second, to foreign citizens for operation under 
sua 4 ‘ aul i ai Ay Ay ipa ik Al I bl A 
foreign flags. 
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As can be seen from this chart, the world tanker fleet has grown in deadweight 
tonnage from approximately 17 million tons in 1939 to approximately 31 million 
tons in 1953, comprising 27 percent of the world total tonnage of all ships of 1,000 
gross tons and over 

By January 1, 1953, the long-range rehabilitation program had reached a point 





where reasonable comparisons could be made between the prewar and the present 
fleets As sho on the chart, the world tanker fleet increased in deadweight 
tonnage by 5.2 million deadweight tons between September 1, 1959, and June 30, 
1945. However, this increase was comprised primarily of mass-produced tankers 
or relativelv simple design to meet the exigencies of war Moreover, the increase 
of 9 million deadweight tons in the tonnage of the world tanker fleet between June 
30, 1945, and January 1, 1953, represents, for the most part, shipyard deliveries 
5 cers resulting from long-range programs. 

This chart also shows that the tanker fleet of the United States, totaling 4.1 
million deadweight tons in 1939. was the second largest in the world folle. ing the 
British Empire’s fleet of 4.8 million deadweight tons. By 1945, the United States 
tanker fleet had increased to 12.1 million deadweight tons and comprised 61 per- 














cent of the world t« However etween June 30, 1945, and January 1, 1953, 
the United States tanker fleet was decreased by } million deadweight tons, due 
primarily to sales of tankers by the Maritime Administration to foreign citizens 
er fore) flags, transfers of ships by American citizens to foreign 
nd maritime ses 
figures for th itish Empire, it be seen that since 1945, 
ind new construction, the size of their tanker fleet had increased 
on January 1, 1953, the British Empire tanker tonnage totaled 
ight tons, comprising 21 percent of the world total. 
es i he rid tanker fleet have occurred in the last 14 vears. 





Several countries have acquired tankers for the first time (China, Yugoslavia, 











Poland, Chile, and Ecuador while several other countries have drawn tankers 
from other registries to their own because of favorable maritime laws. lLand- 
locked Switzerland and Poland now have 3 and 2 tankers, respectively. Several 
count: it show the chart ive tanker fleets but the respective tonnages 
are too small to be graphically portraved. 

The growth of the tanker fl f Norway is particularly interesting to note, 
for the war dealt harshly with the Norwegian fleet as 38 percent of her tanker fleet 
was lost between 1939, when slightly less than 25 percent of the tanker tonnage of 
the world was registered under her flag, and 1945. Purchases and new construction 


have raised e present eet 1.8 milli deadweight tons over the 1939 level. 
The tanker fleet of Panama provides the most astonishing development of any 
tanker fleet in the postwar period. In September 1939, tankers of 734,300 


deadweight tons were registered On June 30, 1945, this fleet 








totaled 7 leadw ns 62,700 deadweight tons; 
however, on January 1, 1953, t a had grown to the fourth 
largest in the world. tota 3.1 ns Practically all of the 
present fleet is know! | eign to Panama, 65 percent 


1) 


by American citizens, either dir wholly owned or controlled 








subsidiary companies r tered in interest is the fact that none 
of these ships were built in Pana two-thirds were built in 
the United States, with purchas« try amounting to almost 
the entire tanker total Several reasons why Panama has drawn vessels from 
other registries are: (1) Relative simplicity of Panama’s maritime code, (2) 


leniency with respect to safe ‘equirements, (3) less long-term risk in foreign 
investments, (4) relatively lower taxes, and (5) generally lower costs of ship 
operation. 
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16 LONG-TERM CHARTER OF TANKERS BY NAVY 


An effect of World War II construction has been to distort the age distribution 
of the present world fleet. This chart, based on the latest statistical figures, 
shows the average age of the fleet for the years 1950 and 1952. Apparent in this 
period of 24 months is the moderate increase of 7 months in the average age of the 
world tanker fleet and also the substantial increase of 20 months in the age of the 
United States flag fleet. A slight decrease of 1 month in the age of the British 
and 9 sizable decrease of 20 months in the Norwegian flag fieets result from the 
addition of new construction to their respective fleets. The fleet of Panama, 
like that of the United States, shows a substantial increase in age of 24 months. 
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The composition of the foreign postwar tanker fleet by age grouping on January 
1,1952, is illustrated on this chart. This fleet totaled 14,240,000 tons, of which 
33 percent was of prewar construction, 31 percent war built (16 percent by United 
States and 15 percent by foreign shipyards), and 36 percent of postwar construc- 


tion Projecting all foreign tankers on order or under construction as of January 
1,1952, but making no allowance for marine losses, scrapping and replacements, 
it is found that the tonnage would amount to 21,965,000 tons. Only 21 percent 


of this tonnage will be prewar construction, while war-built ships will amount to 
20 percent, and postwar constructed ships will total 59 percent. Comparing 
these figures with those given for the United States privately owned fleet on this 
same chart, it becomes obvious that the specter of block obsolescence once again 
confronts the American tanker fleet since 83 percent of its vessels are war built, 
and 12 percent of prewar construction. Only 5 percent of the entire United States 
tanker fleet is of postwar construction. There is but little improvement in this 
age distribution even when ships on order or under construction as of January 1, 
1952, are included, since 77 percent still consists of war-built ships, 11 percent of 
prewar built vessels, and the percentage of postwar constructed vessels will have 
increased to only 12 percent. 

On June 30, 1953, the United States had effective control over 632 privately 
owned tankers of 1,000 gross tons and over. Of this total 456 were under United 
States registry and 164 registered foreign. In addition to these vessels, the Mili- 
tary Sea Transportation Service operates 69 tankers of various sizes. 
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This chart illustrates by country of registry, the tanker fleets of the major 
maritime nations on September 1, 1939,and on January 1, 1953, plus those building 
or on order as of that date. Based on current construction and that on order, 
the United States fleet will have declined to the second largest in the world, 
following the British Empire 

The British Empire and Norway have ordered almost half of the world’s tanker 
tonnage currently scheduled for construction. The British Empire with 21 per- 
cent and Norway with 16 percent of the world’s existing tanker fleet, have booked 
orders for 27.7 percent and 20.3 percent, respectively, of all tanker tonnage 


building in the world shipyards In contrast, owners of the United States flag 
privately owned tanker fleet, representing approximately 22 percent of all tonnage 
of this type in existence, have on order for United States registry only 4.7 percent 
of the world’s tanker construction. There is building for Panama registry 9 
percent of all tanker tonnage, while that country represents 10 percent of all 
tankers in existence. The balance of the major maritime countries own up to 


approximately 4 percent of existing tanker tonnage, and that construction, with 
the exception of Denmark, France, Greece, Netherlands and Sweden, is not only 
limited but somewhat below their ownership share of the world tanker fleet. 
This rate of new construction for foreign registry poses a serious problem for 
American flag operators in,foreign trades for it means that new, modern, fast and 
efficient foreign-flag ships will offer still greater competition in a market in which 
American operators, with few exceptions, have generally been at a disadvantage 

Not only has construction of tankers for United States registry slowed to prewar 
levels, but so has construction of tankers in United States yards. Foreign yards, 
particularly those of the British Empire, Norway, Sweden, Denmark, Japan, 
Netherlands and Germany are operating at maximum capacity, constructing 
vessels both for their own account and for other nations. 

Tankers in the post World War II period have continued to increase in actual 
size along with the increased building activity. As of June 30, 1953, six 45,000 
tonners remain the largest ships on order. There are three 38,000 tonners in 
actual operation with 8 on order and 4 others only a little smaller. In the 
24,000 to 33,000 ton range there are 124 ships totaling 3,400,000 deadweight tons 
in operation and 189 on order 

The bulk of tankers on order will have a trial speed of 14% to 15% knots, although 
some, particularly those building in the United States will have a trial speed as 
high as 16 to 18 knots 

With full recognition of the fact that the requirements for the United States 
tanker fleet are subject to review and modification in the light of changing stra- 
tegic situations, it has recently been determined by the Department of Defense, 
based on _ latest joint emergency plans, that in order to meet the initial require- 
ments of a national emergency, the United States privately owned and MSTS 
tanker Sante should consist of a minimum of 9,916,500 deadweight tons. There 
is presently under construction or on order a total of 680,000 deadweight tons 
Comparing the minimum required deadweight tonnage of 9,916,500 with the cur- 
rent capability of 7,765,000 deadweight tons comprising the United States tanker 
fleet indicates a deficiency of 1,471,400 deadweight tons. This deficiency repre- 
sents 89 T-2 equivalent tankers. This mobilization deficiency is indicated by the 
blocked area on the chart In this connection it is important to note that there 
are no suitable tankers in the national defense or Navy reserve fleets. By means 
of construction of vessels to join the active fleet the mobilization deficienev can 
be reduced by retiring older vessels to the reserve fleets, where they will be avail- 
able for reactivation in times of emergency, while still maintaining an active fleet 
consistent with peacetime economie and military requirements. 

As one means of stimulating such new construction, high-level policy discussions 
have evolved a plan for inducing private interests to construct new tanker tonnage 
with private capital for long-term charter to the Military Sea Transportation 
Service. Such tonnage would serve as replacement for the Government-owned 
T-2 type tankers now contract-operated for MSTS, permitting such replaced 
ships to be laid up in an inactive status, thus forming a reserve nucleus 

In. July 1952, MSTS contracted with the Orion Shipping & Trading Co. for the 
5-vear charter of 4 new construction supertankers. Expected deliveries are: 1 at 
mid-October 1953, 1 at the end of November 1953, and 2 in the spring of 1954. 
These ships are of approximately 29,250 deadweight tons with a speed of 16 (plus) 
knots and about 33 feet draft, each one the equivalent of 1.93 T-2 tankers. Thus, 
the 4 will be available as replacements for 8 of the T--2’s at present in the MSTS 
eontract-operated tanker fleet 
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Because of ‘xisting world tensions, the future requirements of MSTS in the 
tanker field are difficult to prognosticate with any degree of certainty. As is 
indicated in the aeccompanving chart, United States military worldwide petroleum 
liftings for fiscal years 1948-50 inclusive, averaged 38,757,000 barrels of clean and 
31,982,000 barrels of black products for a total of 70,739,000 barrels. Of this 
total, 37.9 percent was lifted to the Far East. During fiscal year 1953, United 
States military worldwide petroleum liftings were 89,196,000 barrels of clean and 
43,218,000 barrels of black products for a total of 132,414,000 barrels. Of this 
amount 51.1 percent went to the Far East. Of the total average annual lift for 
ee 1948-50 the MSTS 3-U SNS fleet of 43 T—2 equivalents carried 38,368,000 

els or approximately 54.3 percent In fiscal year 1953, the MSTS-USNS 
fle et of 60 T—2 equivalents carried 69,990,000 barrels or 52.9 percent. 

As a result of the truce of Korea, it is anticipated there will be some reductions 
in military POL shipping requirements to that area. From a worldwide stand- 
point, however, because of the expansion of fleet activities and overseas military 
installations since 1950, combined with technological advances in military air- 
craft, it is unlikely that the overall POL requirements will be reduced to the 








point of the 1948—50 averages However, to establish a position from which to 
justify contractual long-term commitments with reasonable assurance that the 
ships so obtained will be fully and economically emploved, it is deemed advisable 
to calculate on the basis of estimated minimum total requirements of 71 million 
barrels, which was the average of fiscal vears 1948-50, anticipating that of this 
total, ships intended to replace the 'T-2’s, should lift 60 percent, or approximately 


42 miilion barrels per vear. ‘This lift, it is estimated, could be acc memgent ‘d by 
the four Orion supertankers and approximately 20 new tankers of the specif ations 
given nereinaiter 

It should be borne in mind that the tankers to be built under this program are 
to be constructed by private firms with private funds. The proposal contem 
plates charter contracts for periods of 10 vears, or for approximately one-half of 
the useful lives of the ships. Unless the charters are extended, the ships revert 


to the owners’ use in routine commercial operations. This has an influence upon 
the type of tankers to be constructed in that the ships must possess features 
08-5 table to commercial | so that prospective bidders may attract the capital 
n ssary for construction 

Ii the matter of deadweight and speed, it is interesting to note the following 
5 tankers now under construction or which have been built in 








35 : 25,000 deadweight tons or above. 
3 - 20,000 to 25,000 deadweight tons. 
13 : z ee 15,000 to 20,000 deadweight tons. 


As to speed, only 4 of these 51 tankers are designed for 18 knots. The balance 
have speeds ranging from 15 to 17.5 knots, of which 31 have speeds of 16 to 16.5 
knots. Although industry has generally been satisfied with a top speed of about 
16 knots up to the present, the current trend is toward increase and it is believed 
that the speed requirement of not less than 18 knots determined to be necessary 
will be favorably regarded by prospective bidders. 

Additional factors which determine the size and type of tankers and which are 
common to industry and MSTS are- 

a) Ullage available at discharge ports. 
6) Availability of cargo at loading port 
c) Draft, beam, and length. 

1) Flexibility. 

(e) Daily operating costs 

Concerning ullage and availability of cargo, the ASPPA gives assurance that 
necessary ullages and cargoes for tankers of 25,000 to 20,000 deadweight tons 


would generally be available at major loading and discharging ports insofar as 
they can now predict. Between January 1, 1951, and present date, MSTS has 


loaded a total of 60 tankers, ranging in size from 20,000 to 28,000 deadweight tons, 
on voyage charter. Of these 60 ships, 55 loaded in the Persian Gulf for discharge 





Cc 
ates Gulf for Japat 





in Japan: load d at An 3 for Italy and 1 for Japan; 1 loaded in the United 
St fc ’ were some minor delays but in general the loading 
and discharging times compared favorably with T—2’s It is to be noted that 
a total of only 3 loading areas and 2 discharging areas were involved in the use of 
these 60 tan! 

With reg to draft, beam, and length, it is considered that not more than 





32 feet maximum draft, 84 feet maximum beam, and 650 feet length overall 
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would permit the proposed new ships to berth at the majority of loading and 
discharging ports required for military operations. 

In the matter of flexibility, the principal consideration is the availability of 
tankers of appropriate size and speed, under direct MSTS control, to accommodate 
economically and efficiently the minimum estimated diversified military POL 
worldwide shipping requirements 

The factor of daily operating costs is among the most important considerati 


because it determines the cost per long-ton mile of the cargo hauled. Studies 
have shown that the maximum deadweight tonnage which is consistent i 
other characteristics dictated by military considerations will result in greatest 


economy. 
Based upon detailed studies and the information contained in the foregoing 
summary the f lowing is recommende as 


MSTS be authorized to invite bids for the construction of tankers for 





term charter of the following general characteristics: 


Deadweight tonnage: 25,000 (plus or minus 500 tons). 
| th: Approximately 600 feet between perpendiculars but not to excee 
650 feet overall. 


Beam: Not in exeess of 84 feet. 
Draft fully loaded: N« 


yt more than 32 feet. 





Speed: Not less than 18 knots sustained sea speed fully load 
Cana » handle 4 produc tg yusly W ap xr capacit 
of not less than 2,000 tons per hour 
A tanke of tt foregoin character ( ro hiv th equi i] f 1 7 
r—2 tvs inh s 
Chat the total program for this new construction, long-term charter replace- 
me nel 20 tankers of these characteristics. his will re present replaceme 
for approximate f the ex I [—-2’s 
Tha sed charter and deliveries of these 20 new tankers be phased 
over a period of 4 vears, the first and immediate phase to cover 5 tankers ‘} 
will allo 1 sufficient interval of time for the full development of the program 
to provide for periodic review and adjustment as later circumstances may dictate 
d) That the period of charter be set at 10 vear 7a 3 considered to 
of sufficient duration to be attractive to industry and represents one-half of the 


useful life of the shins to be constructed. 
(e) That MSTS proceed with the deactivation of two T-2 tankers at approxi- 


mately the time each of the supertankers under contract with Orion become 
{ lable. This will result in the deactivation of a total of eight T-—2 tankers 





by the spring of 1954. 

'(f) That the remaining T-2 tankers (approximately 10) in the present MSTS 
tanker fleet not accounted for by replacements in preceding recommendations be 
inactivated when and if world conditions and military POL shippin 
ments indicate this to be desirable. 


g require- 

Admiral Denrsrink. At the present time the United States leads 
all other countries in the amount of tanker deadweight tonnage under 
its flag. This position was attained solely as a result of the World 
War II construction program. Of all the major powers, only the 
United States increased the tanker tonnage under its flag during the 
war. In 1945 over 50 percent of the worldwide tanker tonnage was 
under the American flag. At the present time, however, the United 
States-flag tanker fleet amounts to only about 25 percent of the total 
world tanker tonnage. Let us examine the significance of this trend 
a little more closely. I have with me a series of charts to which I 
will refer for illustration of the points in my testimony. 

Let us bring this up a little closer. I think these gentlemen would 
like to see it. Bring the whole easel up, because I think this is the 
whole situation here. 

Chart I is a graphic presentation of the summary of the trend in 
world tanker tonnage since 1945. For further comparison, the chart 
includes corresponding figures for the prewar year of 1939. 

(See chart I.) 
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Admiral Denesrink. The size of the American-flag tanker fleet 
reached an all-time high in 1945. 

This is the United States here, the British, Norway, Panama, 
France, Netherlands, Italy, Japan, Russia. You will notice that in 
1945 we had an all-time high of about 12 million dead-weight tons. 

By 1953, however, there had been a material decrease from the 
high of about 12 million dead-weight tons to a 1953 figure of about 
8 million dead-weight tons or a reduction of about 33 percent. 

This reduction was primarily the result of sales to foreign operators 
and transfers from United States to foreign-flag registry. These sales 
and transfers account for some of the growth in foreign tonnage. 
The significant fact is, however, that total world-tanker tonnage 
including United States has increased by almost 10 million dead-weight 
tons since 1945. This increase resulted from postwar construction, 
the majority of which has been registered under foreign flag. 

Chart II illustrates the effect of expanded wartime construction 
and the rapid decline in postwar construction upon the age of ships of 
the United States tanker fleet. 

(See chart IT.) 

Admiral Denresrink. The rate of new construction for foreign-flag 
registry by major powers is greater than the rate at which ships are 
becoming obsolete due to overage. As a result, the average age of 
tankers registered under the Norwegian flag, for example, decreased 
from over 9 years in 1950 to about 7% years in 1952. By comparison, 
the average age of the United States flag tanker during the same pe- 
riod increased from about 7% years to about 9% years. Based on past 
experience, tankers are considered to be overage after 20 years. If, 
on this basis, the picture is projected into 1965, it becomes apparent 
that we will not only gradually lose ground in our efforts to maintain 
a modern fleet but will suddenly at some time in the future fall far 
behind those foreign powers which have carried out an orderly re- 
placement program. This may be an exaggeration from the stand- 
point of actuality, but it serves to emphasize the seriousness of the 
problem of block obsolescence, which is brought out further by the 
next chart iliustrating the division of foreign flag and United States 
privately owned tanker tonnage, by age grouping, based on the ton- 
nage in existence as of January 1, 1952, and projected new construc- 
tion. 

Chart III shows that the present United States flag-tanker fleet is 
composed primarily of ships built during the emergency construction 
programs of World War II, while the present foreign-flag fleets of the 
major powers have been built up through new construction as a 
result of long-range postwar programs. 

(See chart Ii.) 

Admiral Denresprins: So long as the rate of tanker construction 
for foreign-flag registry exceeds the rate of new construction for United 
States flag operation, the United States will continue to fall behind 
not only in the percentage of world tonnage, but also in the average 
age of the ships in its fleet. This points up the fact that not only is 
the United States flag-tanker fleet falling behind foreign-flag fleets in 
tonnage, but also in modernization and efficiency, and at the same time 
is rushing headlong toward block obsolescence as a result of the pre- 
ponderance of wartime constructed ships in the fleet. 

If I may, I would just like to take a moment here to say that as of 
January 1, 1952, we had here the situation for the foreign-flag tonnage 
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by age groupings, and you notice prewar it was 33 percent; war-built 
was 31 percent, and the postwar was 36 percent. 

Now, notice what has happened by projecting the ships on order or 
under construction, and this is for the foreign fleet. The postwar 
constructed tankers have jumped from 36 to 59 percent; the war- 
built have dropped down from 31 to 20 percent; and the prewar 
ships have decreased from 33 to 21 percent. This is the crux of our 
situation. 

Now, let us take privately owned tanker tonnage: As of January 1, 
1952, our war-built tonnage was 83 percent of the whole. The prewar 
was 12 percent and the postwar was 5 percent. 

Now, let us project the ships on order or under construction, and 
we have the prewar is still 11 percent as compared to 12; the war- 
built is 77 percent instead of 83, and the postwar is now only 12 per- 
cent, instead of 5 percent. 

In other words, this shapes up that our tanker tonnage is pre- 
dominantly war-built, and the foreign tanker tonnage is predomi- 
nantly postwar built. 

Chairman SALTonsTALL. To put it in simple language, Admiral, 
as I look at those figures, based on the second part of that chart, in 
other words, the projected ships on order or under construction, the 
foreign tonnage is being built five times as fast as we are building ours, 
the figures being 12 percent and 59 percent. 

Admiral DeneBRINK. Yes 

Chairman SALTonsTALL. And we are using prewar and war-built 
approximately three times as many as the foreigners are. 

Admiral DENEBRINK. Yes. 

Chairman SALTonsTaLL. They are using 41, and we are using 90 

Admiral Denesrink. That is right. 

Chairman SALTONSTALL. That is 2% times. 

Admiral Denesrink. That is right, sir. 

In dealing with the aspects of the tanker situation, consideration 
should also be given to United States imports and exports of petroleum 
products and the amount carried by United States flag tankers 
Since 1946, based upon research reports of the National Federation of 
American Shipping, we have been exporting between 400,000 and 
800,000 tons per month of petroleum products. During the period 
1946-50, approximately 33 percent of this trade was carried in United 
States flag tankers. In 1952 the percentage had declined to 19 per- 
cent. While this average increased in the first part of 1953, it was still 
well under the average of the 1946-50 period. Imports of petroleum 
products have increased each year since the war to a point where we 
are now importing more than five times as much as we are exporting. 
Utilization of United States flag tankers in import trade has declined 
from an average of about 75 percent during the 3 years following the 
war to a 1952 figure of only 40 percent. This is even less than the 
prewar, 1938, average of 53 percent. As our fleet in both size and 
modernization continues to fall back in its position relative to the 
foreign-tanker fleets, we can expect a further reduction in United 
States participation in world petroleum lift. 

Chart IV illustrates by country of registry, the tanker fleets of the 
major maritime nations on September 1, 199 and on January 1, 1953, 
plus those building or on order as of that date. 

(See chart IV.) 
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Admiral Dunexsrink. Let us get this identified. The gray is the 
1939 picture, the dark green is the 1953, and the light green is the 
ships under construction in 1953, and these are in millions of dead- 
weight tons. 

Based on current construction and that on order, the United States 
Fleet will have declined to the second largest in the world, following 
the British Empire. Owners of the United States flag privately owned 
tanker fleet, representing approximately 22 percent of all tonnage of 
this type in existence, have on order for United States registry only 
about 5 percent of the world’s tanker construction. This rate of new 
construction for foreign registry poses a serious problem for American- 
flag operators in foreign trade for it means that new, modern, fast, and 
efficient foreign-flag ships will offer still greater competition in a 
market in which American operators, with few exceptions, have 
generally been at a disadvantage. 

| have given you a gloomy picture of the future of the United 
States flag tanker fleet. Let us look for a moment at its capability 
in terms of national defense today. The United States has an initial 
requirement for tankers in the event of war in the amount of approxi- 
mately 10 million deadweight tons. The United States flag tanker 
fleet, private and Government-owned, built and building, falls short 
of meeting this requirement by more than a million and a quarter 
deadweight tons. This deficiency is indicated by the blocked area 
on the chart. It is pointed out that this deficiency applies to the 
initial wartime requirements. As may be expected, the estimated 
rate of consumption of petroleum products rises sharply and climbs 
steadily for an extended period of time following the initial deploy- 
ment of forces and supplies. Thus it is apparent that there is an 
additional need for a tanker reserve to fill the gap between the start 
of a war and the time that a full mobilization shipbuilding program 
will be in full swing. As of December 31, 1953, there was in the 
National Defense Reserve Fleet a total of 12 tankers: 8 of these are 
minor types, 2 are Liberty ships converted to distilling ships and the 
remaining 2 ships, built early in the war, are badly damaged -and are 
not capable of speeds in excess of 12 knots. For all practical purposes, 
there is no tanker reserve. The program proposed by the Military 
Sea Transportation Service will, if implemented, provide a partial 
means to meet this need. 

Although we can expect a certain amount of tonnage will be made 
available from friendly nations in time of war, the present trend in 
the relative position of our fleet with respect to foreign fleets, in terms 
of both age and tonnage, will place us in a position of growing de- 
pendence upon other countries to maintain the lifeline of our national 
security. 

This quantitative deficiency is only one aspect of the overall 
problem. Most of the tankers presently in the United States flag 
fleet have a sustained speed of only 14% knots or less. While the 
great strides we have taken in antisubmarine warfare are encouraging, 
there is no substitute for speed insofar as decreasing the vulnerability 
of merchant shipping is concerned. There is an urgent need for 
new, large, and fast tankers owned and operated by private United 
States citizens under the United States flag, to be immediately avail- 
able in support of our national defense in the event of war. 

At the present time the Military Sea Transportation Service is 
operating 53 World War Il-built T—2 type Government-owned tankers, 
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the majority of which have reached more than half their life expect- 
ancy. The deficiencies in the operating characteristics of these ships 
have already been pointed out. In seeking a solution to the problem 
of replacing these ships, the Military Sea Transportation Service has, 
in the wake of detailed studies, proposed a program for the long-term 
charter of 20 tankers of the following general characteristics: 

Deadweight tonnage: 25,000 tons. 

Speed: Not less than 18 knots sustained sea speed, fully loaded. 

Length: Approximately 600 feet. 

Beam: Not in excess of 84 feet. 

Draft: Not more than 32 feet fully loaded. 

The program further provides that the ships will be constructed in 
private United States shipyards, and will be owned and operated by 
private United States citizens. The period of charter is to be 10 
years following their completion and delivery. 
et Chairman SALTonstaLu. That, Admiral, is a little different from 
what I understood from the Secretary. Here the charter, then, does 
not start until they are completed 

Admiral Denreprin«x. And delivered. 

Chairman SaLTonstauyi. And delivered. 

Admiral DENEBRINK. Yes, sir. 

Chairman SaLTonstaLu. So that $22 million, the additional cost 
over your present T-—2 tanker fleet, would be $2,200,000 a year, not 
as the Secretary stated spread over 8 years instead of 10. 

Admiral Denepsrin«. | think he used the figure 9, but the pe a 
of time of our chartering is 10 years, and I think that is correct, 
Iythink it was just an inadvertence there in the figure. 

Chairman SaALronstaLL. You approve, as he approved, of having 
those ships made of material, of American material, and so forth? 

Admiral DenreBrinx. That is correct. 

Chairman SALTonsta.Lu. That suggested amendment? 

Admiral Denesrink. That is correct, sir. 

Chairman SALTonstaLL. Another question: The speed of 18 knots, 
which you emphasize, is due to the fact also that your new carriers 
are also much faster. 

Admiral DeneBrink. That is correct. sir. 

Chairman SaLTonstaALu. So that if you are fueling at sea, you want 
to fuel at sea at a greater speed possibly than you did in World War 
1? 

Admiral Denesrink. Well, Mr. Chairman 

Chairman SALTonstaLu. It would help the efficiency of the fleet. 

Admiral Denrsrink. I would like to clarify this point. 

We do not expect that these tankers would be used with the fleet. 
These would be commercial type carriers without armament, to be 
used in point-to-point transportation of petroleum products. 

Chairman SALTonNsTALL. So that their war use would be as ships 
taking oil from one place to another 

Admiral Deneprink. Yes, sir. 

Chairman SaLronsTaLt (continuing). They would not expect to 
accompany the fleet, to be used for fueling at sea, or anything like 
that. 

Admiral Denesrink. That is correct, Mr. Chairman. 

Chairman SauronstaLt. | ogg rstood that. 

Admiral DenEBRINK. Yes, si 
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Chairman SaLronstauu. So that their speed, then, is necessary for 
avoiding submarines, you might say? 

Admiral Denrsrink. That is correct, sir. 

Chairman SaLronstaLL. How many tankers have you got now, 
if it is not a security figure, that would be used at sea with the fleet, 
Admiral? If that is a security figure, do not give it. 

Admiral Dengesrink. Well, I do not operate the tankers that are 
used with the fleet. 

Chairman SALTONSTALL. I see. 

Admiral Denreprink. They are part of the operating forces of the 
fleet. 

Chairman Sattonstauu. Of the carrier task force? 

Admiral DenreBrink. Yes. 

Chairman SautronstaLu. Thank you. 

Admiral Denesrink. The ships obtained through this program 
will represent replacement for approximately 37 of the present MSTS- 
operated Government-owned ‘T—2 type tankers. 

A comparison of the cost to the Government of this program and the 
cost of operation and maintenance of the T—2 tankers replaced indi- 
cates that the program can be carried out with no increase in the 
Military Sea Transportation Service expenditures. 

Chairman SatronstaLu. That does not coincide with your state- 
ment that you just made, does it? 

Admiral Denrexprink. | think, if you wil! recall, the statement was 
made by the Secretary that if the price which we get in the charter is 
$5 a dead-weight ton, the cost of operation would be $22 million 
greater than it is now. 

Chairman SaLronsta.Lu. That is right. 

Admiral Deneprink. If, on the other hand, we were able to get a 
price of $4 a dead-weight ton, we would be, I believe, $21 mullion 
under the cost of operating our present fleet. By striking an average 
of about $4.50 a deadweight ton—and this is pure surmise, but we 
are not without some calculation on this—we feel that this statement 
is correct, that it can be carried out with no increase, if we can get a 
reasonable charter rate. 

The larger tanker, carrying almost twice the cargo in the same time, 
can operate with a crew approximately the same size as that required 
for the operation of a T-2 tanker, and will consume only about one- 
third more fuel than the T-2. As a result of its ability to deliver 
more cargo per call, port expenses will be reduced proportionately. 
Due to these savings it is anticipated that offers for charter of the 
proposed tankers will compare favorably with rates applicable to 
available T—2 tonnage providing the charter period is of sufficient 
duration to insure a reasonable rate of return to the private operator. 

The determination of numbers required is based upon past expe- 
rience in military petroleum lift requirements. In developing the 
factors used in this determination, full consideration has been given 
to the increase in requirements resulting from military operations in 
Korea. Analysis of pre-Korea and anticipated post-Korea require- 
ments assures full utilization of these ships during the term of their 
charter. 

Implementation of the proposed program will provide not only 
for the addition of large, fast tankers to the privately owned fleet, 
but will permit the establishment of a reserve of T—2 type tonnage 
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to be readily available in an emergency. As the new tankers are 
made available to the Navy under the chartering arrangement being 
discussed, an equivalent tonnage of T—2 type tankers now operated by 
MSTS will be inactivated and placed in a reserve fleet. While these 
Government-owned tankers cannot feasibly be continued in use over 
an extended period, they will provide a readily available -* sub- 


stantial reserve capability. The existence of such a reserve is highly 
important to the military operation responsible for logistic aa support 
in time of emergency. I have previously pointed out that there is 


not now and has not been for some time a tanker reserve upon which 
we can draw in an emergency 

Chairman Sa.Lronstar_. You said there, Admiral, that these 
ships are going to be put in m cee balls, these T—2 tankers 

Admiral DENEBRINK. Yes, si! 

Chairman SALTONSTALL. | wehed a question of the Secretary, and 
he referred it to you: Do you contemplate that any of these T-2’s 
‘an be chartered out to become part of our merchant fleet? 

\{dmiral Denzprink. | do not see that at this time, because these 
ships - be put in the Navy Reserve Fleet, and wouid be available 
for | rgeney use. I do not believe that the tanker industry at the 
neeaiias time is in need of any of our ships. As a matter of fact 
they have idle ships at the moment 

The program will further provide impetus to the shipbuilding 
industry, which, in the construction of tankers, has declined to a 
prewar level of activity. Foreign yards, eee those of tl 
British Empire, Norway, Sweden, Denmark, Japan, the Netherlands 
and Germany are operating at maximum capacity. These foreign 


vards are constructing larger, faster, and more efficient tankers, both 


for their own aecount and for other nations. Meanwhile, the oppo 
tunitv to develop ship desions and the experience necessarv to main 
{ un a potential capacity consistent with defense requirements is not 


afforded to American yards. 


It is considered tl hat the proposed program W I] provide the oppor- 
tunity for (merican sh ipvards to devel pa larger and faster com- 
ercial-type tanker of odern design and, at the same time, hold 


intact an important segment of the shipbuilding capi bilitv of the 
Nation 
\ revival of shipbuilding in the United States would assist a 
terially in maintaiming that level of steel production and employment 
in related industries so essential to the economy of the Nation and 
the national defense potential 

Chairman SauronstaL.L. Let me ask you there, Admiral, now we 
recently authorized the building of a number of merchant ships, and 
they were a class—I cannot for the moment think of the name of it 

Admiral Denresrink. The Mariner-type, sir 

Chairman SarronstaLu. The Mariner-type ships. Those Mariner- 
type ships have not proved out, as 1 understand it, particularly satis- 
factory for private merchant operation. They are built, designed 
more for Government operation, good for Government, but not good 
for private operation, because of difficulties in placing the cargo and 
taking it out, and so forth. 

Have you any knowledge that these tankers are going to be built so 
that you can get charter parties for them, I mean, make charter 
parties of them from the private fleet, so that they will be useful to 
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private owners as well as to the Navy when this charter runs ont? 
That could affect the price of the charter party, it would seem to me. 

Admiral Denesrink. That is very definitely going to affect the 
price. 

May I go back for just a moment. It so happens that I operate the 
Mariners, and I have been operating the Mariners ever since the first 
one came off the line, and T would like to go on record as telling that 
the Mariner is a splendid merchant ship. 


Chairman SALTonsTaLy. But vou are having difficulty making 
leases of them; are you not? 
Admiral Denresrink. That is correct Sut, Mr. Chairman, | do 


not believe that it is because it is a bad ship. Our record is that it is 
a very fine ship, and we have employed mariners for 55 voyages from 
the Atlantic to the Far East, and even at our reduced rates, we have 
venerated a profit of $6 million on those ships 

I think there may be other reasons for your having heard that these 
ships are no good, but I wish to record that they are a splendid ship. 

Chairman SALTonsraLyt. You will admit —that is an unfair word 
vou will agree with me that there is a criticism of them as to the 
private merchant marine? 

Admiral Denerrink. I will certainly agree to that; ves, sir. There 
is disagreement in the industry as to their employment by private 
companies. 

Chairman SALTONSTALL. Without going into that in too much detail 
at this time, because that is not pertinent, vou are confident that these 
ships will be made satisfactory for companies like the Standard Oil of 
New Jersey and the big companies, if and when the charter parties 
of the United States Government run out? 

Admiral Denesrink. I think that you have a very good point 
there, and I must be very candid with vou in this: the trend in the 
modern commercial tanker is toward vessels of large size. There are 
currently on order ships in the neighborhood of 45,000 deadweight tons. 
Recently in vour State they launched a ship, the World Glory, of 48,000 
deadweight tons The large commercial oil companies favor those 
ships 

However, we have a different point which we must never lose sight 
of. Our ships must be built so that they can go into ports all over the 
world, rather than merely go between two ports which have adequate 
facilities and depth of water and docks. 

Chairman SauronstaL_. What is the draft of a 48,000-ton dead- 
weight ship? 

Admiral Denesrink. I would say about 38 feet, 39 feet. 

Chairman SALTonstTaLuL. What is their speed? 

Admiral Denresrink. They run about 16 knots, Mr. Chairman. 

Chairman SALTonsTALL. So that the modern oil fuel carrier is a 
little slower and a good deal deeper than what you are contemplating 
here? 

Admiral Denesrink. Yes, sir. 

We have, in our opinion, In stipulating the specifications for this 
ship, gvone to the m LXIN um whi ‘h we can in rood conscience go Lo in 
the thinking of their potential employment in the military. We want 
18 knots sustained sea speed principally as a defense requirement. 
We want 32-foot maximum draft, fully loaded, because 85 percent of 
the ports in the world can only be entered by ships of 27-foot draft 
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Now, we can get into the ports which we are currently utilizing with 
ships of 32 feet. You will notice that we stipulated not more than 
84-foot beam. Many tankers are in the neighborhood of a hundred 
feet, but we have many tight pockets that we have to get into, and 84 
feet is the most that we feel we can handle 

But to be specific, Mr. Chairman, I believe that a 25,000-dead- 
weight-ton ship can be used by the industry, and I believe that there 
are many ships of that size now being constructed for private industry 

Chairman SALronstaue. If your statement is correct as compared 
with the modern oil carrier, what it means is that the Government 
that these companies will mark off their ships in the 10-vear chartet 
to the Government to a great degree, and that means a higher charter 

Admiral Denreprink. That is right. I feel that that is what we 
may expect 

Chairman SALTONSTALL. So that when the Secretary said that it 
would cost $22 million, he would probably be nearer right, with deep 
respect to yourself, than the optimistic statement that you made her 
in your prepared statement 

Admiral Denrprink. Well, of course, what the final price is will 
come as a result of our asking for invitations for charter, and when the 
offers come in, we will have to take a look at them, and if the offers, 
after we negotiate with the best offers which we receive, are still too 
high, I believe that the Secretary of the Navy, in his excellent business 
judgment, can and would throw them out. 

Chairman SALTONsTaLL. Let me ask just one more question, 
because our time is running out 

lo go back again to the part of the commercial end, the financial 
end of this undertaking, it is not yet clear in my mind why you can- 
not lease out more of these T-2 instead of putting 37 of them in 
mothballs. 

Admiral Denesrink. The situation in the tanker market today, 
Mr. Chairman, is this: We have talked to you about the need for 
tankers to meet our mobilization requirements, and you have seen 
where there is a terrific construction of tankers going on in the world. 
sut the immediate picture within the American private tanker fleet 
is that there are many tankers laid up, and the private American 
tanker operator has got too many of his own ships laid up at the 
moment to want to charter these ships from us 

Chairman SaLronstauyu. Well, are we carrying oil then in foreign 
bottoms? 

Admiral Denrsrink. There are many companies which are moving 
their oil in foreign-flag tankers owned by American capital 

Chairman SALTONSTALL. What percentage of the oil moved on 
the water by American companies is moved in foreign-flag ships? 

Admiral Dienesrink. I do not have that information available 

Chairman SALTonstTALu. Would it be over 50 percent? 

Admiral. Denesrink. Of the United States, | do have this figure, 
which | am confident of for calendar year 1952, the United States 
petroleum commerce worldwide was carried in foreign bottoms in 


the percentage of about, | would say, 62 percent, approximately 
Chairman SALTONSTALL. So we have our own ships, American-flag 
ships, laid up, while we are carrying 62 percent of our oil in American- 


owned companies in foreign bottoms today? 
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Admiral Deneprink. I would not say that that was American- 
owned companies. A lot of those foreign-flag tankers might be 
owned | by foreign companies 

Chairman SALTonsTALL. Foreign-flag companies. 

Admiral DeneBrink. Yes, they are foreign flag. 

Chairman SaLronstaLL. Whether they are owned by Americans 
or owned by other interests? 

Admiral Denerrink. Yes, s 

Chairman SALTONSTALI Or. owned in part by both 

Admiral Deneprink. That is right, sir 

Chairman SALTONSTAI Thank vou, sir 

(Admiral Denerrink. There are just a couple more paragraphs 
In my prepared statement 

You are, I am sure, by this time aware of the need for a program 
of tanker construction to meet the requirements of our national 


security. The soundness of the program which we offer has been 
cont irmed through its approval by the Secretary of the Navy and the 
National Security C ang il 

T he Secretary of the Navy has explained why legislation is needed 
to permit the program to proceed toward implementation. The 
passage of the proposed bill will extend and augment the existing 
limitations in obligational authority. We believe the private shipping 


industry is ready and willing now to support this program. Further 


delay will only result in an aggravation of the ] resent Insecure position 


of that industry. I have every reason to be eve that the expression 
of confidence which this program places in the private industry will 
assure its enthusiastic support. I, therefore, strongly urge that 


you give favorable consideration and wholehearted support to the 
enactment into law of S, 2788 


Chairman SaLronstauL. Thank you, Admiral 

Have you any questions, Senator Hendrickson? 

Senator Henprickson. No, Mr. Chairman. 

My distinguished Chairman has covered all the questions I would 
have asked 

Chairman Sautronstatt. Thank you, Senator. And thank you, 
Admiral 

Is there anybody else appearing in favor of this bill? 

Is there anybody here in opposition to the bill? 

If not, we will declare the hearing closed 

Thank you very muc h 

The following letter was presented for the record:) 


DEPARTMENT OF THE NAVY, 
OFFICE OF THE SECRETARY, 
Washington, March 10, 1954. 
Hon. LEVERETT SALTONSTALL, 
Chairman, Committee on Armed Services, 
United States Senate, Washington, D. C. 


My Dear Mr. Cuarrman: I should like to supplement the reply made by me 
and recorded on page 8 of the transcript of record of the hearing before a subcom- 
mittee of the Senate Armed Services Committee on March 4, 1954, on the bill 
S. 2788 in response to a question by the chairman as to the period for which the 
Navy may contract. There appears to be some confusion on that point and the 
information hereinafter is offered in elaboration of the testimony as recorded. 

As Secretary of the Navy I am charged with responsibility for procurement as 
necessary to fulfill the mission of the Department of the Navy. With some few 
exceptions no definite time limit is specified as to the period for which contracts 


can be made. There are certain limitations inherent in the fact that the funds 
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to be used are generally appropriated on an annual basis. However, funds 
currently used in the chartering of tankers are provided by the Military Sea 
Transportation Service which has been designated by the Secretary of Defense 
as a commercial-type activity under title 4 of the National Security Act Amend- 
ment of 1949. The operations of this commercial-type activity are financed by 
a working-capital fund established under the Navy industrial fund by the Secre- 
tary of Defense from unexpended balances of military appropriations transferred 
with the approval of the President as provided for by section 405 (d) of the act. 
Such operations are governed by regulations promulgated under section 405 (g 
of the act, which regulations, consistent with the act, endowed the working-capital 
fund with all the characteristics of a revolving fund. 

In order to enter into any contract under an appropriation or fund, three 
aspects of availability must be considered: (1) Purpose, (2) period, and (3) 
amount. In the present case, the purpose and period have found their definition 
and support in the revolving fund which is being employed, namely, the Navy 
industrial fund, Military Sea Transportation Service. It has been held that the 
money in a revolving fund continues available timewise in the same manner as 
appropriations made on a no-year basis and that any receipts of the fund have this 
same period of availability. Chartering of ships for an extended period to be 
funded by the income and assets of the fund obtainable within a period of predict- 
able operations is a proper purpose and period, provided that the moneys to be 
obligated for such purpose and period are adequate at the time of obligation. 

In the current case, such income and assets or the fund are not adequate at the 
time of obligation, but are expected to be available beyond the current period of 
predictable operations when the services are rendered. For this reason, it is now 
necessary to obtain authorization to enter into the contracts as specifically 
authorized. Contract authorization specifically given cures the current iack of 
funds to support a chartering contract which by covering the sum total of services 
to be rendered for 10 years creates an obligation in an annount greater than can 
be anticipated in a predictable cycle of operations of the revolving fund within 
current plans. If such funds were available in the revolving fund, the period of 
time, per se, would not deny making contracts for charter of the vessels. 

Sincerely yours, 


R. B. ANDERSON, 


(Whereupon, at 11:45 a. m., the subcommittee adjourned.) 
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TUESDAY, MARCH 30, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE OF THE COMMITTEE ON ARMED SERVICES, 
Washington, dD. Cc’, 

The subcommittee (consisting of Senators Saltonstall, Hendrickson, 
and Stennis) met, pursuant to adjournment, at 11:05 a. m., in room 
212, Senate Office Building, Senator Leverett Saltonstall (chairman) 
presiding. 

Present: Senators Saltonstall and Stennis. 

Also present: Philip K. Allen, chief clerk; and Verne D. Mudge, 
of the committee staff. 

Chairman SALTONSTALL. The subcommittee will come to order. 

At the hearing held on Thursday, March 4, the subcommittee 
heard a panel of witnesses from the executive branch of the Govern- 
ment on S. 2788. 

Certain changes and refinements were developed, as a result of 
which a mimeographed subcommittee redraft of the bill was prepared 
by the office of the Legislative Counsel of the Senate The subcom- 
mittee redraft of S. 2788 is as follows: 


BI rize ik r N } l s 
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| ¢ St ‘ re ry construction to be » far Ss practical le, of materials 
ri ¢ | ed Y A ifac 1 int { ed S é 
I re stipulated with respect to any vessel in any charter party entered 
this Act shall not exceed an average rate for the life of the fal 
of $5.00 per deadweight ton per month 


Chairman SALTONSTALL. We have a panel of witnesses from labor 
and industry scheduled for today’s hearing, the first being Mr. Hoyt 
S. Haddock, executive se retary, CIO Maritime Committee. Is Mr. 
Haddock present? Mr. Haddock, will you just sit down. 

This is a bill to authorize the long-term charter of tankers by the 
Secretary of the Navy, and other purposes. 

Have you got a copy of the redraft of the bill? 
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STATEMENT OF HOYT S. HADDOCK, EXECUTIVE SECRETARY, CIO 
MARITIME COMMITTEE 


Mr. Happock. I have not seen the redraft, Governor. 

Chairman SaLtTonstaLu. Now, you have quite a long statement 
here, which we will be glad to put in the record at this point. 

Mr. Happock. I would appreciate that. 

Chairman SattonstaLui. Would you be willing to highlight it? 

Mr. Happocx. I would like very much to attempt that at this 
point. 

We are, Mr. Chairman, in favor of the general principles set forth 
in S. 2788. We feel that the principle of authorizing the Navy to 
charter tankers on a long-term basis is one that will help our merchant 
marine appreciably, and certainly make available tankers to the 
armed services as needed. Furthermore, it will also make available 
to private interests the business of operating the tankers, which is 
very badly needed. 

We feel, however, that the bill—and this may be accomplished in 
the redraft, I do not know—should be amended to conform with the 
intent and purpose of the Merchant Marine Act of 1936 and other 
merchant marine acts which were designed to provide an adequate 
merchant marine for the United States. 

Now, the building of these 20 tankers is extremely important from 
the viewpoint of modernizing our obsolete tanker fleet, and it is also 
important from the viewpoint of private shipbuilding. 

Shipbuilding at the present time is probably at the lowest ebb that 
it has been for half a century, and among the leading maritime nations, 
the United States is building fewer ships the an any of them. 

On page 2 of my testimony, at the top of the page, we have inserted 
a table which shows the order of countries, shipbuildingwise, with 
Great Britain leading, Germany second, Sweden third, Holland 
fourth, France fifth, and the United States sixth, with 48 ships, and, 
of course, included in that are some of the Mariner ships, Mariner- 
tvpe ships, that are under construction. 

We are very much in favor of the private operators of these tankers 
signing a 10-year contract with the Navy. We think that it will 
tend to dull the military argument that they cannot depend upon 
private industry that has been made for a number of years, and 
certainly will bring the private interests and private capital into the 
tanker phase of transporting materials for the Navy. It will certainly 
be an incentive for private funds to build the ships, make our yards 
ready. 

Now, we are basically opposed to the operation of ships by the 
Navy, and have been, as you know, Mr. Chairman, right along. We 
think that is the wrong concept, and that this bill does get around 
the right concept of having private industry build the ships and 
operate them for the Navy. 

Chairman SautTonstTaty. Well, these ships, Mr. Haddock, under 
this revised draft, have got to be built in a shipyard 
situated within the continental United States— 


Hapoock. That is wonderful. 
Chairman SALTONSTALL (continuing). 


for operation under United States registry- 
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No; scratch that out. It states: 


Such construction to be, so far as practicable, of materials and equipment 
produced or manufactured in the United States. 

So that, one, it has got to be built in a shipyard situated in the 
United States; they have got to be operated under United States 
registry, and they have got to be composed of materials and equip- 
ment produced or manufactured in the United States, so far as 
possible. 

Mr. Happock. That is an excellent amendment. 

Now, we propose one other specific amendment to that, and I want 
to read from our testimony on this: 

We urge this committee to amend 8. 2788 in order to provide that the Navy 
will not enter into contract for any of these tankers in which the owning ¢ ompany 
also owns and/or operates merchant ships under foreign flags. This provision is 
necessary in order to implement the intent of our merchant marine statutes which 
are designed to achieve and maintain an American-flag merchant marine. This 
is absolutely necessary in order not to further encourage American shipowners to 
transfer their ships to foreign flags. 

As of January 1, 1954, there were a total of 346 ships of 1,000 gross tons and 
over owned by American companies and operated under foreign flags. Also, there 
were a total of 72 ships which were being constructed for these companies to 
operate under foreign flags. ‘These 418 ships are 34 percent of the privately 
»wned ships under the United States flag. 

If those 72 ships that are being constructed for Americans in foreign 
yards were being constructed in our American yards it would certs ainly 
go further to relieve the situation with regard to the shipbuilding 
situation. 

| have just prepared a brief statement this morning on this whole 
question of American-flag versus foreign-flag, and I would like to read 
this for the record, if I may. 

United States citizens who operate foreign-flag ships should not be 
permitted to carry cargoes subsidized in whole or in part by the 
United States Government. The principal competition of United 
States-flag steamship companies is with foreign-flag ships. In the 
case of cargoes, which are restricted to carriage in United States ves- 
sels, American vessels compete with each other. There is also com- 
petition of a minor nature for other commercial cargoes. United 
States vessels receiving an operating-differential subsidy are the only 
United States-flag vessels which can compete realistically with foreign 
ships. This competition is exactly opposite from that experienced 
by general United States shoreside industry. Shoreside industry's 
principal competition is for the American market, where foreign goods 
are excluded through high tariffs or some other device. The Ameri- 
can shoreside industry competes for the foreign market in a very 
limited way. 

Several American steamship companies own and operate both 
American and foreign-flag ships. Where this is the case, the Ameri- 
can-flag ship sumply uses the American flag as a matter of convenience. 
United States companies operating both U nited States and foreign- 
flag ships make a farce of the American flag. Such companies’ 
American-flag ships are operated to carry cargoes which are restricted 
to United States ships. Such companies’ foreign-flag ships are 
operated to grab that portion of aid cargo allocated to recipient na- 
tions, and to take cargo from legitimate United States shipping 
companies who operate only United States-flag ships. 
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A favorite trick of such “dual’’ operators is to solicit cargo for their 
American ships on the American market ~ then actually transport 
the cargo in the foreign-flag ships. These are the companies who are 
constantly lobby ing acailmst policies ot aenaeains whic] ih would 
assure a Strong’ American nerchant marine. 

ey ob 1 hate witinae | only ask himself, 
lo really understand their operations, one need on sk himse 
“Do the foreign-flag ships of such a company actually compete with 





i 
their American-flag ships?” And, of course, this can be reversed 
and the question asked, “Can the American shi ps of such a company 
compete with the foreign-flag ships of such a company so long as the 
operating costs on the American-flag ships are 3 or 4 times greatel! 
It is clear that these companies make more money on the operation 
of their foreign-flag ships than they do their American-flag ships. It 


should, therefore, be clear to anyone that Dae are interested pri- 


marily in the protection of their foreign-flag ope re tana, not their 
American-fiag operations. It is also equ: ly clear that such com- 
panies are primarily engaged in driving American-flag ships from 
| ] y 
the high seas. 


We think very strongly, Mr. Chairman, that this should be limited 
specifically to American companies who do not operat » foreign-flag 
ships except in accordance with section 804 of 1 ae thant Marine 
Act, which would permit the operation of foreign-flag ships under 
certain conditions 


We would like to see an ame ndn ent in this bill which would state 


basically that no company shall | be permitted to operate these ships 
if they operate foreign-flag ships unless the operation of those foreign- 
flag ships is in the interest, convenience and necessity of the American 
merchant marine, commerce, and national defense. If it can meet 
+] 


that standard we have no objection to them operating their foreion- 
flag ships. 

Chairman Saustonstauu. Thank , Mr. Haddock 

Mr. Happock. In the last part a this report we deal with the 
iat transfers 
of these American an not be permitted, but that these ships, 
once they are built under the auspices of this bill, be retained for 
their entire life under the American flag, and not be permitted to be 
transferred at the end of the 10-vear contract with the Navy. 

We think that they are going to receive the subsidy which this 
grants them, and that they ought to continue to operate 

Now, I heard yesterday a very distu are thing, and I have not 
had an opportunity vet to check it wit! Adm ural Denebrink’s office, 
and I want to mention it not as sor neti of fact but something that 
really needs to be checked with him, and I intend to check with him 
as soon as I have an opportunity. 

[ heard that they are currently chartering Panamanian-flag ships 
on a oe charter at a higher rate than they are paying for American- 
flag ships on an American charter. That seems inconceivable. 

C ‘hairman SALTonsTaLL. Who is hiring them? 

Mr. Happockx. MSTS, and I only mention it as background i 
consideration of this bill. I just cannot believe that that is the case, 
and I think it ought to be checked with him, and I want to check it 
for my own benefit in any event because I just do not believe that 
Admiral Denebrink wouk i enter into any such contract. 

Another provision may be necessary in this bill. We have heard 
that there is consideration being given to pegging the rate which the 


: 
1 
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question of the runaway-flag ships, and we advocate t 
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Navy can pay for these re Now, I do not know whether that 
is still be ‘ing considered or not, but if it is, we want to urge that you 
go very slow on that. Asa matter of fact, Admiral Denebrink stated 
that he had hoped that these new tankers could be at a rate from be- 
tween $4 and $5 per deadweight-ton per month. 

It was further stated that that $4.50 charter rate would be approxi- 
mately the same as the Navy is now spending for the contract opera- 
tion of the 37 T—2 tankers, which would be replaced by these 20 new 
tankers. 

Now, it is not clear how the MSTS has arrived at their proposed 
charter rates. They probably arrived at these rates by adding 
together the present charter rate for the T—2 tanker, and the cost of 
lay-up of the T—2 tanker in the national defense reserve fleet, but that 
was not clear to us from the testimony. 

In any event, if they followed their accounting procedure that they 
have in the past, they have not included in this rate the capital in- 
vestment for the T—2 tankers in our service charge, or interest rates 
of the MSTS $100 million revolving fund, which is part of the national 
debt, and certainly, part of the capitalization of such tankers, and 
would have to be taken into consideration in figuring rates for these 
new vessels. 

If our assumption is true that this is what has happened, the pro- 
posed charter rate for the new tankers is completely unrealistic, and 
I do not believe that we could get these vessels built by American 
capital if the charter rate is pegged on that basis. 

Now, it is just something that really needs to be looked into be- 
cause present MSTS tanker contracts, the operators are operating 
the Government-owned ships, in which there is no capital investment 
shown at all, and there is no depreciation or interest costs involved in 
the ee of the operating costs. 

Now, we believe that under the proposed 10-year time charter 
agreement that = operators will build their own ships with private 
financing; that it will add to the cost items of depreciation, interest 
pavments for the private loans. 

We, therefore, urge that the committee not place any charter rate 
ceiling on S. 2788. Instead a method of computing the charter rates 
should be devised which would provide the operators of the new 
tankers with a fair and reasonable profit. 

That concludes my oral statement, Mr. Chairman. 

Chairman Satronstauu. Thank you, Mr. Haddock. 

The main thing is vou want these ships built, and you think this is 
a good method of building them? 

Mr. Happock. We do. We think it is an excellent method. We 
think it is absolutely imperative from the national defense point of 
view, from the point of view of giving work to our yards, which are, 
after all, national defense items, and we think they ought to be oper- 
ated by American companies who do not own or operate, either 
directly or indirectly, any foreign-flag ships. 

Chairman SattronstaLu. Those are the prince ipal items, to get the 
ships built, to get them built in American yards, and to get them 
operating under the American flag. 

Mr. Happock. Yes, sir; and if our suggestions are carried out, 
then the principles of the 1936 and other acts which were devised to 
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give us a merchant marine capable of serving our national’ defense 
and foreign commerce will be carried out. 

Chairman SattronstauLu. Thank you, sir, very much. 

(The prepared statement of Mr. Haddock follows:) 


TESTIMONY OF THE CIO Maritime CommMITTer, SuspMitTeED By Hoyr SS, 
Happock, EXECUTIVE SECRETARY 


My name is Hoyt 8. Haddock. I am executive secretary of the CIO Maritime 
Committee. The CIO Maritime Committee is composed of the National Mari- 
time Union, American Radio Association, National Marine Engineers Beneficial 
Association, Industrial Union of Marine and Shipbuilding Workers, and District 
No. 4, United Steelworkers of America. 

In general, we are in favor of 8. 2788, a bill which would authorize the long- 
term charter of tankers by the Secretary of the Navy, and for other purposes. 
However, we propose that the bill be amended to conform with the intent of the 
Merchant Marine Act of 1936, and other merchant marine acts designed to 
achieve and maintain an adequate United States flag merchant marine. 

The building of 20 modern tankers would be an important beginning toward 
modernizing our merchant marine which is rapidly becoming obsolete in a »lock. 
It is shocking that at the beginning of a possible world war, 56 percent of our 
merchant ships are classified as poor by the Maritime Administration. Out of 
the total of 3,348 active and inactive ships in our merchant marine, 1,875 are 
obsolete. This is not surprising because 1,713 are Liberty ships which were 
obsolete on the drawing board. 

The building of the 20 tankers would be a shot in the arm to the American 
private shipyards which are so vital to our national security. On January 1, 
1954, our private shipyards had orders to build only 48 merchant ships, aggre- 
gating 686,635 gross tons. This is only 5.3 percent of the total shipbuilding 
orders for 1,492 merchant ships, aggregating 13,726,336 gross tons throughout 
the free world. It places the United States in sixth place in shipbuilding. The 
number of ships being constructed or on order for the first six top-ranking countries 
on January 1, 1954, was as follows: 





| 
Ixy os | Percent of 

Country | Pipe = | Gross tons | world 

| o | | total 

| - ' 

Great Britain | 559 | 5,331,376 | 40.8 
Germany 169 1, 421, 361 10.9 
Sweden 145 1, 387, 002 | 10.6 
Holland 139 1, 128, 459 8.6 
France 68 757, 949 5.8 
United States 458 686, 635 | 5.3 


By March 1 of this vear, there were only 39 merchant type ships of 1,000 gross 
tons and over, aggregating 571,985 gross tons, under construction or on order in 
the private American shipyards. This is less than one-half of the number of ships 
under construction or on order in American yards 1 year ago. At that time 
there were being built 88 ships, aggregating 1,246,280 gross tons. Moreover, 50 
percent of the ships now on order will be completed by June of this year. But 
the first of next year, there will be only two of these ships that will not be com- 
pleted and delivered. This is most distressing when we realize that our private 
yards have not received a single order for merchant ships during the past 16 
months. Thus, the construction of 20 tankers will at least enable a few American 
private shipyards to keep open and maintain a nucleus of skilled workers who are 
so essential to our national defense. 

We are in favor of the private operators of these tankers signing a 10-year 
contract with the Navy. This will tend to dull the military fallacious argument 
that they cannot depend upon private operators because the operators make their 
ships available for cargoes and trades which provide the most lucrative return. 
Also, it assures the shipowner of employment of his ship for a 10-year period. 
This will be an incentive to invest private funds to build these ships. At no time 
must our position on this bill be interpreted to mean that we are in favor of having 
the Government operate merchant type ships. However, we are not opposed to 
having privately owned and operated merchant ships under contract to the Navy, 
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as long as the crews aboard these ships are covered by collective bargaining agree- 
ments between the operators and the bona fide maritime unions 

We urge this committee to amend 8. 2788 in order to provide that the Navy 
will not enter into contreet for any of these tankers in which the owr ing company 
also owns end/or opere.tes merchant ships under foreign flags. This provision is 
necesssry in order to implement the intent of our merchent marine statutes whicl 
are designed to achieve and maintein pn American fle@ merchent meine This 





Is § bsolutelyv ne cesserv itt order not to further encourage Americen shipowne rs to 
trensfer their ships to foreign fle.gs 
As of Jenusrv 1, 1954, there were 2, tote] of 346 ships of 1,000 gross tons end 
over owned by Americest compenles ; d opereted under forei fle.gs Also, there 
were 9, tote] of 72 ships which were being constructed for these compes.nies t 
operate under foreign flegs These 418 ships are 34 percent of the privatel 
ywwned ships under the United States flag Of these 418 ships, 207 are under 
runewev flags of Paneme, Honduras, end Liberik 
Tal | Ships of 1.000 aqross tons and over unde foreiqn flag and owned |} 
affil ates of pa ent compantes tmcorpo ated in th United States. a of Jan ] 
195 


Seagoing dry Seagoing ore 


Carg¢ carriers 


All type ships Seagoing tankers 


ead- Yead- Yead- ead- 
Num- Dead Num Dead Num-| Dead- inym-| Dea 


; weight 7 weight s weight ~ weight 
ber tons ber tons ber tons ber tons 
Presently operating 346 4, 787, 721 287 4, 431, 957 46 216, 768 13 138, 996 
Under construction for foreign 
flag operating 72 1, 761, 412 53 | 1,332, 812 6 24, 000 13 404, 600 
Totals 418 6, 549, 133 340 5, 764, 769 52 240, 768 26 543, 596 


Source: U. 8. Maritime Administration, 


In table I there are listed 26 ore carriers, aggregating 543,596 deadweight tons, 
which are operated or being constructed for operation under foreign flags and 
owned by subsidiaries of American companies. All 26 ore carriers are owned by 
the large American companies listed in table II. 


TABLE I1.—Ore carriers of 1,000 gross tons and over under foreign flag and owned 
by affiliates of major United States companies 


Unde ’ struc-,| Tota ing 
Presently oper- nder construc-; Total operating 






ted tion for foreign | and construc 
— flag tior 
Name of company 
Nun Nt Num- 
ber | Dead- |pte'| Dead- |“yer'| Dead 
f weight weight f weight 
oO 6 UO. S O ? « 
hip ton ships ton ships ton 
Aluminum Co. of America 4 31, 960 $ 72, 000 . 103, 1% 
Bethlehem Steel Corp 3 22.793 5 243. 000 g 265, 793 
Republic Steel Corp 2 44, 100 4 89, 600 6 133, 7 
Reynolds Metal Co l 50 13, 150 
United States Gypsum Corp 3 3 3 27, 763 
Totals 13 139, 706 13 404, 600 2. 543, 59€ 


Source: U. 8S. Maritime Administration 


Of the 52 dry-cargo ships shown in table I, 44, aggregating 203,548 deadweight 
tons, are owned by two large American corporaticns—39 of these ships are owned 
by United Fruit Co. and 5 are owned by Standard Fruit Co. 

There are 340 seagoing tankers, aggregating 5,764,769 deadweight tons, which 
are operated or under construction for operation by affiliates of American com- 
panies: 240 or 85 percent of the 287 seagoing tankers actually in operation are 
owned by 5 large oil companies, 45 or 85 percent of the 53 tankers under construc- 
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tion for foreign flag operation are owned by the same 5 companies. The numbers 
and tonnage of the tankers owned by the five large American oil companies are 
shown in table II] 


TABLE III.—WSe agoing tankers of 1,000 gross tons and over under foreign flaq and 
owned by affiliaies of major oil companies incorporated in the United States, as of 
Jan. 1, 1954 


Under construc- 


Presently tion for foreign 


Total operating 


operated flag and construction 
Name of company = . — 

Num- Dead- Num- Dead- Num- Dead- 

ber of weight ber of weight ber of weight 

ships tons ships tons ships tons 

I I I 

Gulf Oil Cory 21 366, 711 13 365, 542 34 732, 253 
Socony Vacuum Oil Co., In 29 366, 118 2 46, 400 31 412, 518 
Standard Oil Co. of Califernia ? 64 1, 029, 393 5 89, 100 69 1, 118, 493 
Standard Oil Co. of New Jersey lll 1, 428, 555 18 432. 520 129 1, 861, 075 
he Texas Co_. 15 242, 951 7 145, 650 21 388, 601 
Total... 240 3, 433, 728 45 1, 079, 212 284 4,512, 940 


119 tankers are jointly owned by Socony Vacuum Oil Co., and Standard Oil of New Jersey 
3 tankers are jointly owned by Standard Oil of California, and Texas Co 


Source: U.S. Maritime Administration. 


The argument often used by the American companies is that they operate their 
older ships under foreign flag. This is not true. In their 1952 annual report 
Liloyd’s Register of Shipping reported that only 5 percent of the tankers registered 
under the American flag were under 5 years old. On the other hand, the per- 
centages of tankers under 5 vears old in the runaway fleets was as follows: Hon- 
duras, 60 percent; Liberia, 78 percent; Panama, 31 percent. 

It is paradoxical that the large American companies that dodge paying American 
taxes are the same ones having large foreign holdings which require the protection 
of our Government. 

The American maritime unions have always been concerned with our Govern- 
ment’s policy of permitting the transfer of American-flag merchant ships to run- 
away flags. Despite our criticism, the shipowners, in the post World War II 
period 1945 through 1952, transferred 532 of their ships to foreign flags. The 
shipowners readily agree that tne main reason for transferring to foreign flags is 
to realize greater profits by employing the lowest paid seamen they can find. 
They compare the voyage costs of American ships manned and serviced by crews 
and shoreside personnel participating in our high standard of living economy with 
the operating costs of foreign ships manned by seamen who earn substandard 
wages and work long overtime hours with little or no extra compensation. 

In the past the Maritime Commission and the Maritime Administration had 
usually specified that American ships transferred to foreign flag could not come 
into direct competition with American-flag ships. American maritime labor 
emphatically stated that even with that policy, every ship transferred meant that 
two ships were lost to the American merchant marine. This was so because the 
transferred ship would release another foreign-flag ship from another trade which 
would then come into competition with American ships. A prize example is the 
one in which the Maritime Administrator permitted the Matson Line to sell the 
Mariposa to the Home Lines with the proviso that the ship not enter American 
ports for 5 years. The Home Lines renamed the Mariposa the Homeric and regis- 
tered her under the Panamanian flag. The Home Lines recently announced that 
the Homeric would replace the luxury liner Atlantic in the run between Canada 
and Europe. The Atlantic will then be placed in the run between New York and 
the Mediterranean ports. Thus, the sale of the Mariposa has resulted in the 
shifting of the Atlantic into direct competition with United States passenger ships 
on the run between New York and the Mediterranean ports. It is important to 
realize that this practice is made even easier for standard cargo and tank ships 
than it is for passenger sbips. Also, we wish to point out that this practice of 
having transferred ships release other ships to restricted trades is a means of 
offsetting the requirement that the transferred ship shall not ply in the trades with 
Communist countries in accordance with the Department of Commerce’s trans- 
portation orders T—1 and T-—2. 
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The maritime unions were indeed startled by the Maritime Administration’s 
announcement of the so-called liberalized policy of permitting the transfer foreign 
of Liberty-type tankers to the runaway flags of Panama, Honduras, and Liberia. 
rhis polic v is as follows 

““RECOMMENDATION 


“It is therefore recommended that, subject to the receipt of the views of the 
Department of the Navy that it has no objection to the transfer upon conditions 
hereinafter set forth, you authorize a relaxation in the Maritime Administration’s 
statement of policy issued under date of July 11, 1952, so as to permit the transfer 
of United States privately owned Liberty-type tankers to foreign ownership 
and/or registry, provided 

‘1. A finding can be made, with respect to each individual Liberty tanker, as 
required by paragraph 6 of the said statement of policy; 

“2. The transfer of the said vessel is to the registry and/or flag of Panama or 
Liberia, with ownership remaining either directly or indirectly in the United 


States citizen owner; and/or if the United States owner elects, consideration will 





also be given to transfer te Honduran registry and flag, under the same circum- 
stances 

“3. The United States citizen owner of such Liberty tanker 
satisfactory evidence of e:- .nomic unfeasibility, lack of present or prospective 


ding suc. financial and operating data from date of acquisition 


has submitted 





emplovment, for\ 
f vessel to date of foreign transfer application, as a basis therefor; 

e outstanding mortgage notes, if any, on the Liberty-type tankers owing 
laritime Administration as the time of the transfer of said vessels are paid 
to the Maritime Administration; 

“5. That any such transfer to Panamanian, Liberian, or Honduran ownership 
and/or registry shall be subject to the conditions set forth in paragraph 7 of the 
statement of policy of July 11, 1952. 

“It is further recommended that, if the above is approved, you sign the attached 
letter to the Secretary of the Navy for its views with respect to the desirability 
of retaining Liberty tankers under the United States flag, for purposes of national 








defense.’ 
The new police s based on the premise that Liberty-type tankers are obsolete 


or i idirectly in the control of United States 











vii t will ft Vel United Stetes in time of ne.tional emergency. 
L he Maritime Adn st ed to apply his reasoning to the Liberty 
dry-carge lips d per trensferred becpuse they gre obsolete If 
e is per tted to Pppir of transfer foreign, we foresee the end of 

— d Stet nercl 

We 30 Lhe t king thet ships under the runaway flsg | be aveil- 
ble to us in the ext national emergency. | like the crews « Ameri flag 
hips, the seamen aboard tl run av-flag ships are t screened for lovalty 
3esed on the knowledge that the Communists h issued orders to their agents to 

these ships, it would be folly to believe that they are not 
Ss IS especls lly true beecsuse meny of the crews et ogrd 
*h countries where manv of the p O} le are avowed Com- 
familiar with the fact thet the Communist Party in this 
E s to seek employment ab 1 United Ste.te 
icl t the P me, Cena] In time of war it would 
-our Government to permit ships flying the rune,way fl».gs 
to t the Panama Censl whic! s so vitsl to our nestions| defense Also, 
we will not find enough lo |, skilled American seamen to man these ships if we 


ermit the runs,wey-fleg ships to drive us off the high seas 
There is nother good reeson why we sre certain that most of the runswavy-flag 


aileble to the United States 


hips which are owned by Americans will not be ay 
should en all-out wer break out Verv few will disegree thet Russia, and her 


setellites have ep, good chence of swe ping across mucl of Europe before the free 





world will be ; ble to stop them. In their sweep they will no d vubt de feat Pp! d 
occupy the Belkan end Sesndinavian netions. This will not only result in the 
loss of the merchant marines of those nations to the free world, but, in our opinion, 
will glso result in the loss of most of the ships flying the runaway flags. These 

ined by Italian, Greek, and other low-wage nationalities We are 
certain thet as soon es the Communists overrun those nations they will radio all 
hips with crews of those netions to turn the ship to Communist-controlled coun- 
ful in their order because it would be b sed 











tries. They will no doubt be success 
on the threet of punishing families of crew members unless the ship is brought in. 
This ri ‘an be avoided by keeping our ships from being transferred foreign. 
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Upon hearing of the Maritime Administrator’s so-called liberalized transfer 
foreign policy toward Liberty type tank ships, the American Tramp Shipowners 
Association immediately requested that the new policy become applicable to their 
dry cargo Liberty type tramp ships. They made applications for the wholesale 
transfer of 60 of their ships to the “runaway” flags. Their argument is that at the 
present time 100 of their 150 tramp ships are laid up because of lack of economic 
and military aid cargoes. They state that the transfer foreign of 60 of their ships 
will permit the remaining 90 to remain under the American flag. To us this is 
the most callous distortion of fact that we have ever witnessed. The transfer of 
the 60 tramp ships to the “runaway” flags will result in direct competition of 
those ships with the tramp ships of bona fide foreign maritime nations, as well as 
with our nontramp ships which frequently carry bulk cargoes in order to offset 
overhead expenses. Moreover, we do not believe that the members of the Ameri- 
can Tramp Shipowners Association are sincere in their statement that they will 
request transfer foreign for only these 60 ships. We are certain that if they were 
given permission to transfer these 60 ships that in the near future they would 
apply for the transfer of their remaining idle ships. 

The American maritime unions firmly believe that our Government should 
make a complete study of the need for an American tramp fleet and provide 
means for maintaining this fleet in competition with low-operating-cost foreign 
tramps. However, we believe that until such a study is made and legislation is 
enacted, the American tramps shall not be transferred to the “runaway”’ flags. 

The American Tramp Shipowners Association states that 75 of the tramp ships 
were bought in 1948 and 75 were bought in 1951. We point out that these ships 
were actually purchased in order to carry the 50 percent of the economic aid 
cargoes and the military cargoes allotted to American bottoms by law. It is also 
important to know that many of these shipowners have had and have financial 
interests in the foreign-flag ships which carry the 50 percent of the economic aid 
cargoes allotted to foreign-flag ships. We are advised that most of the tramp 
ships purchased in 1951 have Government mortgages outstanding which average 
$350,000 a ship. Therefore, it is our opinion that the Government would be 
wise to foreclose on these ships and return them to the national defense reserve 
fleet. This would not only result in having these ships available in time of 
national emergency, but it would also prevent the overtonnaging of the present 
world shipping lanes from which approximately 10 percent of the foreign tramps 
have been withdrawn and put into layup. 

The American Tramp Shipowners Association is requesting our Government 
to become a party to destroying the merchant fleets of the bona fide maritime 
nations in order that the tramp shipowners realize a great profit. They openly 
state that they fully intend to maintain a tramp fleet adequate to carry all eco- 
nomic and military aid eargoes allotted to American bottoms. It would be indeed 
a sad reflection upon our Government if they permitted the transfer of these ships 
to the “runaway” flags and at the same time were required to permit these opera- 
tors to operate more tramp ships in the event that we increase our economic and 
military aid cargoes. In other words, the tramp operators bought ships, operated 
them during the limited Korean war, and then request transfer of their ships. 
Should we increase our aid shipments to Indochina or other troubled spots in the 
world, these operators then would be in a position of buying other ships to operate 
under the American flag and at the same time procure aid cargoes for their foreign- 
flag ships. In the long run all we ean visualize is the complete destruction of the 
American merchant marine as well as the merchant marines of the bona fide 
maritime powers. 

In support of the above argument that the further transfer of American-fiag 
merchant ships will be most injurious to our merchant marine, we submit an 
article which appeared in the March 30, 1949, edition of the Shipping World, 
which is the foremost British shipping magazine. The article, entitled ‘The 
Replacement Problem—Sell Abroad or Scrap and Build?’’, states in part as 
follows: 

“Shipbrokers who worked on the markets in the doldrums of the 1930’s will 
remember the difficult task of finding a freight which a vessel could carry without 
loss. The exception was the new, economy type of ship with which the owner 
was able to trade at a moderate profit. The new ships of the period of depression 
were built at small expense, which added to the advantage which their modern 
design gave them through low running costs. Those owners, therefore, who, 
through thick and thin, persevered in their policy of replacement, were able to 
make headway against the adverse conditions then prevailing, and to emerge 
from them with an efficient fleet 
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‘SALE OF OLD VESSELS 


The British policy of replacement had one characteristic which, the opinior 
is held in many quarters, added to the owners’ difficulties in times when tonnage 
in excess of demand They sold their old vessels, mostly to foreign buvers, 





in order to raise some of the capital required for their new purchases, One well- 
known London firm of shipowners was an exception and maintained by precept 


and example that British shipping was ill served by allowing its older shipping 


to row } tine trade routes under competing colors ‘They sold their old ship for 
scrap prices which involved a total sacrifice of many thousands in comparison 
with what they could have obtained from foreign buyers. In the vears before 
the war some foreign vessels, notably those under the Greek flay, could be operated 
at a lower running cost than the British This advantage, added to that of low 


capital charges on vessels bought cheaply, was enough to compensate for the 
comparative inefficiency of the ships which changed ownership and flag, causing 
a fall in the percentage of shipping of British nationality 


“TOO MANY SHIPS 
4 


T arrival of new ships upon the seas, unaccompanied by a corresponding 
departure of old ones, helped to produce an excess of tonnage which depressed 
the market so much that new building eventually came to a standstill. Urgent 
steps had to be taken to resume the creation of a modern merchant fleet and 
reawaken the silent shipyards. The scrap-and-build scheme was put into opera- 
tion—two obsolete ships scrapped for every new one ordered with the encourage- 
ment of a Government loan on easy terms. The plan worked well and a worth- 
while number of good new ships was the result \ crisis of overpopulation would 
arise in the world if 10 vears were added to the span of life, and in fact, something 
of the kind has already taken place in many countries as a result of improved con- 
ditions. That human problem cannot be solved by the brutal methods of wild 


is 








life, b the case of ships is different. Old vessels should give place to new, except 
when every vessel which can be pressed into service is required for an emergency, 
as in the last 10 vears. The occasional sale of old vessels may well be to the 


general good if it is to enable buyers of ability with only limited capital to make a 
beginning—some of our best shipowners started in that way—but the disposal of 
obsolete ships involving a transfer of flag has been found to react to the detriment 
of British seamen, shipowners, and shipbuilders. When the necessary adjustment 
of building prices is reached, enabling ships to be ordered with reasonable prospects 
of an unsubsidized and productive career, encouragement to scrap and build may 
well be a policy worthy of consideration by the Government.” 

We wholeheartedly agree that if worse comes to worse in the shipping industry 
it would be better to scrap our ships than to transfer them to the ‘‘runaway”’ flags 
in order to at least preserve a segment of our industry We are certain that we 
are not exaggerating when we state that if we continue a policy of permitting our 
ships to transfer to the “runaway’’ flags, those flags will be the only merchant 


marines in the future, 
") 








In 1924 Lloyds Register recorded only 15 ships flying the Panamanian flag 
As of June 30, 1953, there were 533 ships, aggregating 5,765,000 deadweight tons, 
under the Panamanian flag.' On that date there were 145 ships, aggregating 
2,277,000 deadweight tons, flying the Liberian flag, and 73 ships, aggregating 
570,000 deadweight tons, flying the Honduran flag. This is a total of 751 ships 

gating 8,612,000 deadweight tons under the 3 “‘runaway’’ fl: 

\ od amy of how a nation can easily lose its merchant marine is that of 
Greece Of the Greek merchant fleet of 940 ships, more than two-thirds of thi 
ships now sail under foreign flags. ‘To date, the Greek merchant marine consists 


only of approximately 300 ships. One hundred and ninety-four ships are now 






fly ing the Panamanian fiag, seventyv-seven the Liberian flag, and forty-nine the 
Honduran fla Thus, 462 ships of the Greek merchant marine are now fiying 
the ‘‘runaway”’ flags. Paradoxically enough, on January 31, 1953, the Journal 


of Commerce and Shippit g Telegraph of London contained a story in which the 
Careek seamens unions were complaining about the practice of transferring the 
Greek ships to the “runaway”’ flags The unions stated that the increasi 


of foreign flags enables Greek operators to e\ ade heavy taxation and enables them 


ig use 
to man their vessels with non-Greek seamen under low standard of working condi- 
\lso, the Greek Government itself has finally agreed with the Greek sea- 
men’s unions that the situation is extremely serious and is making every effort to 


tions 


e Fe i writime Board ar M time Admiu ation, 1953, p. 67 
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convinee the Greek shipowners to return their ships to the Greek flag. Nor is 
Greece alone in voicing its alarm over having her ships turning to operati1 
under the “runaway”’ flag In perusing the maritime periodicals of the foreig: 
maritime nations we find that all maritime nations are concerned about this 
thorny probl m 

We emphatically repeat that this committee would perform a great service 1 
our Nation by amending 8S. 2788 to provide that our Government will in no way 
become party to the scuttling of our American merchant marine by giving any 
aid to companies who own and/or operate foreign-flag ships. 

We ar complete agreement with the Navy’s announced policy to return th 
replace a 37 ’ into the national defense reserve fleet. It is indeed wis 
to have thes able should the world situation worsen. If the Navy had 
decided to si ps to private operators, there would be a high probability 
that these or other tankers would not be available for our national defense. 
would purchase the ships did not transfer them to for- 














( flags, tl place these ships in the trades in which they now operate 
Liberty tankers and then ask for the transfer of their replaced Libertys. 

We urge this committ to amend 8. 2788 to provid that the owners of the 
new tankers will not, at tl 1 of the 10-vear contract, request the transfer 
oreign of their sh » inless th transfer would result in the best interests of th 
American merchant marir the American economy, and our national defens 


Moreover, a provision should be included in the bill which would require the 
American shipowners to offer to sell the ships to the American Government at a 
fair and reasonable price before making any application to transfer these ships 


to foreign flags 
{ 














In their testimony before this committee, Mr. Anderson and Adm. Francis C 
Denebrink of the Military Sea Transportation Service, stated that they hoped 
to be able to time charter the proposed new tankers at a rate between $4 and $5 
per deadweight ton per mont! Thev stated that a $4.50 charter rate would he 
approximately the same as the Na is now spending for the contract operati mn 
of the 37 T—2 tankers vould be re ced by the 20 new tankers. It is no 
clear how the representatives of MSTS arrived at their proposed charter rates 
They probably arrived at the rates by adding together the present charter rat 
for T—2 tankers and the of lay-up of the T—2 tankers into the national defense 
reserve flee If the \ S ha ed the Lcco ng procedure of the past 
the e not led the rate ¢ ital inve ent for the TJ 2 tankers 

e service charge or interest on the MSTS $100 million revolving fund w! 
S] f the national debt If ti s ti then their proposed charter rate for 
the new tankers is unrealistic It is realistic because under the present MSTS 
ti contracts the operators are perating Gover! int-owned ships in whi 
they have no capital investm« Thus, there is no capital depreciation nor 
terest costs involved computation of the operating costs. Under the pro 
posed lU-vear time arver arrangement, the opera rs will iild their own s | 
with private ancing Chis 1 the cost items of depreciation and interest 
payments for privat loans Therefore. we irge t 3; committee not to piace 
any charter rate ceili S. 2788 Instead, a met 1 of computing the charter 
rate should be deviss ch y ld provide the operators of the new tankers wit 
a fa 1 reas ’ pro 


Chairman SALTONSTALL. Now, the next witness, Mr. Thomas A. 
) P > - ree 
Pappas, of Boston, sends a telegram because he cannot appear. The 
: 4 9 
Chair will read the tel oram: 

Drar Senator: Planned to appear before your committee Tuesday, March 30, 
to favorably record myself on your bill 8S. 2788 Unfortunately circumstances 
prevent my wever, please record me in favor of Senate bill 2788 
with following recommendations for the consideration of vour committee: First 
construction tankers from 25,000 up to 32,000 tons deadweight at 
nent: second, that the rate of the charter party shoul 
er month for the life of the 
charter party; third, that the tankers to be constructed in the United States and 
all materials produced in United States; fourth, that there shall be a time limit f 
delivery of tankers which should not be bevond 2 vea ; 


contract with Navy Department. I am glad Senate 





disere tion ¢ 


not exceed 





of $5 per deadweight tor 


‘ter signing of charte1 
88 does not provide 
any subsidy from our Government nor any trade-in of old tankers for I belie’ 
that the 
to build all 20 tankers. 
Respectfully submitted. 





» 10-year charter party offered by this bill is sufficient for private capt 


Tuomas A. Pappas 
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Now, the next witness is Mr. Richard Lovelace, of the National 
Bulk Carriers, Inc. Is Mr. Lovelace here? 

Mr. Lovelace, you have submitted a prepared statement which we 
will put into the record at this point. Would you highlight that 
statement or would you prefer to read it? 


STATEMENT OF RICHARD LOVELACE, PORT ENGINEER, NATIONAL 
BULK CARRIERS, INC., NEW YORK 17, N. Y. 


Mr. Lovetace. Well, it is fairly short, Senator, if it is all right 
with you. 

Chairman SALronstrauu. If you would like to read it, you may read 
your statement. 

Mr. Lovetacz. National Bulk Carriers is a steamship operating 
organization with general offices at 380 Madison Avenue, New York 17, 
N.Y. We own and operate on world routes some 37 tankers. Thirty 
percent of the ships we operate is represented by vessels exeeding 
27,000 deadweight tons. Of the 30 percent, 1 1s 45,000 deadweight 
tons, 4 are 38,000 deadweight tons, 5 are 30,000 deadweight tons, 
and 1 is 27,000 deadweight tons. We have had operating experience 
with tankers in excess of 27,000 deadweight tons for the past 7 years 

Senate bill 2788, and its companion in the House, H. R. 7330, 
authorizes the Secretary of the Navy to charter not exceeding 20 
newly constructed American-flag tankers of approximately 25,000 
deadweight tons with speeds of not less than 18 knots for periods of 
not more than 10 years. 

We are in full accord with what the bill is designed to accomplish 
and feel that legislation should be enacted to permit the Navy to 
charter tankers for periods up to 10 years. We do believe, however, 
that the limitation imposed in the bill on this proposed tonnage to 
not more than 25,000 deadweight tons is not in the best interest of 
the Navy, of national defense planning, nor of the American merchant 
marine 

Kor the reasons noted below we respectfully recommend that the 
bill be amended by inserting after the word ‘‘twenty-five’’ in lines 
2 and 3 on page 2 of the bill the words “to thirty-two thousand.” 

The reasons that we have are: A tanker in excess of 25,000 dead- 
weight tons would give the Navy much greater capacity for either 
transport or fleet fueling purposes. It could be operated at a cost of 
very little more than the operating cost of a smaller tanker. But the 
bill. if written as we suggest, would not restrict the Navy to prevent 
them from chartering a larger ship should the need arise and the oppor- 
tunity be presented. 

It is our opinion that the larger tanker would be of greater value to 
an owner from a competitive viewpoint, for it is to be anticipated, 
judging from the present trend, that foreign competitors at the end 
of the Navy charter will have that size of ship and above, and we must 
plan ahead to compete against it. 

At the risk of being redundant we desire to emphasize again that 
under the wording of our proposed amendment, full liberty of decision 
would be reserved to the Navy to prescribe the size of tanker they 
desired to charter. 

We appreciate very much this opportunity to present our views 
and thank you for your courtesy. 
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Chairman SaLronsraLu. Are you through, sir? 

Mr. Lovetace. I am through, sir. 

Chairman Satronstauty. Mr. Lovelace, in this redraft of the bill, 
there is this word ‘approximately’? 25,000 tons. Would that meet 
your suggestion of 25,000 to 32,000? 

Mr. Lovetace. There is no magic in the word ‘32,000,"’ Senator. 
[ imagine that different people would interpret the word “approxi- 
mately’’ differently, and one might say not more than 27,500; another, 
perhaps, not more than 29,000. I think our company would prefer 
to go on record with the higher figures, sir. 

Chairman SALTonsTaLL. But the word “‘approximately”’ does loosen 
the bill a little bit from the original draft of the bill. 

Mr. Loverace. I see, sir. 

Chairman SaLronstaLu. Let me ask you this: We have in there 
3 or 4 conditions which I read to Mr. Haddock when he testified. It 
should be built in a shipyard situated within the continental United 
States. Excuse me; may we go off the record? 

(Discussion off the record.) 

Chairman SALtTonsTaALL. Let me ask you this question, Mr. Love- 
lace: Do you think that a maximum restriction of $5 per deadweight 
ton per month is too low a top limit if the ship is to be construc ‘ted in 
a shipyard situated within the continental United States, operated 
under United States registry, and built of materials and equipment 
produced, so far as possible, in the United States? 

Mr. Lovetace. Unfortunately, sir, I was not aware of that pro- 
vision before my arrival in Washington, and I am not prepared to 
answer that question for my company. 

Chairman SattonstaLi. Now, how do you feel about the sugges- 
tion of Mr. Haddock that the ships, after they are turned back to the 
owners after 10 years, could not be sold outside of the United States’ 

Mr. Love.ace. Conditions change from time to time, sir. I am 
sure that this provision would have a direct influence on who was 
willing to build a ship for the United States Navy. If the trend con- 
tinues of our ships becoming more and more expensive to operate, I 
cannot say now in 10 years whether it would be feasible to operate a 
tanker under the American flag in competition with foreign ships. I 
cannot say; that is too far ahead for me. 

Chairman SaLronsTaLL. What are the T—2 tankers, what are they 
in tonnage and size, approximately? 

Mr. Lovetace. They are less than 20,000 deadweight tons. 

Chairman SALTonstaLu. Less than 20,000? 

Mr. Lovetace. Yes, sir. 

Chairman SALTONSTALL. So that your company does not operate 
any T—2 tankers now? 

Mr. Lovetace. We do operate certain T—2 tankers; yes, sir. They 
are not included in our breakdown, but included in the total number 
of our ships. We were just pointing out the total number of ships 
we operated. 

Chairman SaLronstauu. The T-2 tanker is becoming an obsolete 
tanker? 

Mr. Loverace. That is correct, sit 

Chairman Sa.tronsrat.t. And your reason for suggesting these 
32,000 is to have a tanker that, in your opinion, today, looking for- 
ward 10 years, would be of some value 
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Mr. Loverace. Correct, sir. 

Chairman SALTONsSTALL. To a company 10 years from now? 

Mr. Loverace. Correct, sir. 

Chairman Satronsta.u. If that is true, then probably you can get 
the charter party at a slightly less rate; is that not true? 

Mr. Love.ace. That might be also true; yes, sir. 

Chairman SaLTonstTaLu. Well, what 1 had in mind was, if we make 
a charter of a ship that is not commercially useful at the end of 10 
years, then any company building that ship is going to get its money 
back in the 10-year charter party. 

Mr. Lovetace. It will have to; yes, sir. 

Chairman SALronsTaLu. And have an ownership at the end of that 
time of a ship they have got their value back on; is that not right? 

Mr. Lovetacer. Yes, sir. 

Chairman SALTONSTALL. So that if we are going to build the ships 
we ought to build them so that they will be useful to the owners so 
far as we can foresee 10 years ahead, at the end of 10 years? 

Mr. Lovetaceg. | agree with you, sir. 

Chairman SALToNsTALL. And if we do that we will get them 
cheaper. 

Mr. Love.ace. I agree with you, sir. The modern trend today is 
larger and larger tankers. 

Chairman SALronsTaLu. What are these modern tankers that are 
110 feet wide; I do not remember the dimensions, but they are per- 
fectly enormous. 

Mr. Lovenacr. They are arriving at those figures; they are 100 
feet wide and over 700 feet long. 

Chairman SALTONSTALL. What is their deadweight tonnage? 

Mr. Lovetace. 45,000 tons is the biggest one I know today, sir. 

Chairman SALTONSTALL. So that a practical commercial carrier 
today is almost twice as big as the present Navy specifications? 

Mr. Lovetace. Or as much as three times as big; yes, sir. 

Chairman SaLronstauu. Three times? 

Mr. Love.acr. Plans have been drawn for ships up to well above 
45,000 tons. 

Chairman SaLtronstaLu. What is the speed of a 45-000-ton ship or 
tanker? 

Mr. Lovetacr. The one with which I am familiar, sir, is between 
15 and 16 knots. 

Chairman SALTonsTaLL. So that the Navy requirement is 2 knots 
faster? 

Mr. Lovetacre. The Navy requirement is 2 knots faster than the 
larger ships we operate today. 

Chairman SALTONSTALL. What is the speed of the average tanker 
that you operate, that you have listed in your prepared testimony? 

Mr. Lovetacr. About 15% to 16 knots, sir. 

Chairman SALTonsTaLL. Why don’t you build them to operate a 
little faster; increase the cost of operation? 

Mr. Lovetacr. That is correct, sir. 

Chairman SALTONSTALL. So that you figure that the best, the most 
commercially useful, tanker today is, say, somewhere between 30,000 
and 45,000 tons deadweight tonnage with a speed of approximately 16 
knots? 

Mr. Lovetace. That would tend to be our experience, sir; that is 
right. 
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Chairman Sautronstatu. Just out of curiosity, what would be the 
approximate width of a ship that is 60,000 tons? 

Mr. Lovetace. It would all depend, sir, on the draft and other 
physical dimensions; all three would go together. 

Chairman SALTONSTALL. But you said there have been plans made? 

Mr. Lovetace. There have been plans made for ships, the exact 
beam, draft, and length I do not have at my fingertips, but if you have 
a shallower draft ship than another one, you may have to broaden it 
to carry the same amount of cargo; that is all. 

Chairman Sauronstautu. Then, let me ask you this, as a possible 
prospective contractor under this bill, do you figure that this bill, 
with a charter party limit of $5 per deadweight ton per month is 
practical for a ship to be constructed in the United States, operated 
under the United States, with equipment produced in the United 
States, or do you agree with what Mr. Haddock said that we ought to 
take that top limit off and place it higher? 

Mr. Lovetace. I would suggest that since I have not prepared our 
brief on the basis of $5, that | either be not asked that question 
directly or else say it should be studied further before I could say. 

Chairman SautronstaLyi. Would you, for instance, be willing to give 
us an answer, write me a letter or write the committee a letter, say 
within the next week on that subject? 

Mr. Lovetacr. J shall be glad to do that. 

Chairman Satronstatyu. Make it before the end of this week. 

Mr. Lovetace. Yes, sir. 

Chairman SaLtronstaLLt. We would appreciate it if you would give 
us a letter, say, by Friday or Saturday of this week. 

Mr. Lovetacr. Yes, sir. 

Chairman Savronstauy. Have you any further questions? 

Senator Stennis. No further questions. 

Chairman SaLtronstaLuL. Thank you, Mr. Lovelace. 

The next witness is Mr. Gordon Duke of the Southeastern Oil & 
Affiliates. Is he here? Mr. Duke. 


? 


STATEMENT OF GORDON DUKE, SOUTHEASTERN OIL 
& AFFILIATES, JACKSONVILLE, FLA. 


Mr. Duke. Thank you, Mr. Saltonstall. 

Mine is brief, too, sir, and I could summarize it, but [ would appre- 
ciate the opportunity to read it, and raise a couple of points that have 
not been raised, so far as | know. 

My name is Gordon Duke. My company, Southeastern Oil of 
Jacksonville, Fla., is a tanker owner. 

We have followed with interest the Navy Department’s charter 
program—we have followed with considerable interest this whole 
program, and we believe it is a very good one. 

This amendment of $5, we feel, may be adequate, but in my own 
personal opinion there is a strong possibility that if the size of these 
boats is kept at 25,000 deadweight tons more or less rather than, for 
example, 32,000, we have a considerable doubt that $5 is adequate. 

Sir, there is a rather large difference when we are talking of a 25,000- 
ton ship and what it could be chartered at, and a 32,000-ton vessel 
which could be operated at very little greater cost, but the per dead- 
weight ton charter rate would be substantially less. 
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Now, parenthetically, sir, I would like to say—and I am speaking 
solely for my own company and my own views—that it is quite 
probable the military have a need for a particular type of ship that is 
something more than merely a copy, and that is to say—and certainly 
Admiral Denebrink can state this better than I, | am not trying to 
state this case for Admiral Denebrink, he can state it for himself 
that going to a larger size boat wherein they need speed, does have 
its limitations, I realize that, but if they have it kept at 25,000 tons, 
this $5 is not, in my opinion, sufficient. 

Chairman SALTONSTALL. Is that for the reason—the same question 
I asked Mr. Lovelace that the ship W yuld be of no value to you when 
the charter party was over? 

Mr. Duxker. No, sir; I would not state it that way, Senator. In 


general, the trend—and we all know it—is to greater capacity of our 


tankers However, there are very definite limits to the number of 
routes in the world that you can use a boat even beyond 25,000 tons, 


and it is not to be assumed that all owners would be interested in a 
vessel even as large as 32,000 deadweight tons. Certain routes. cer- 
tain port depths, other facilities of the harbor, would not permit the 
use of even a 32,000. In fact, in some ports of the world today vou 
cannot get in with a T—2, which is only a 16,500 deadweight ton ship. 

Chairman SaLronstaLu. Now, you have got me confused. I hope 
Senator Stennis is clearer than I am; you have got me mixed up, 


because vou say 25,000 tons was going to cost more than a 32,000-ton 


ship 

Mr. Duke. That is right 

Chairman SALTONSTALI 

Mr. Duke. That is right 

Chairman Satronstaty. Now, you say that a 32,000-ton ship is 
less practical for some people than a 25,000-ton. 

Mr. Duke. However, from the standpoint of economies, the larger 
boat is more practical. From the standpoint of the ports it can get 
into, you simply could not use it. 

Chairman SALTONSTALL. You mean, then 

Mr. Dux) Fully loaded 

Chairman SALTONSTALL (continuing). Some companies that might 
bid on a 32,000-ton would not bid on the 25,000-ton, and vice versa? 

Mr. Duxe. That is definitely the fact. 

Chairman SALTONSTALL. So if the Navy wants a 25,000-ton she 
has got to expect different companies to bid than necessarily would bid 
on the 32 

Mr. Duxe. It is, Senator, my clear impression that if the limit was 
kept at approximately 25,000 deadweight tons there would be sub- 
stantial numbers of firms who would not offer because they are not 
interested in a vessel 10 vears from now of that size. 

Chairman SALTONSTALL. Is yours? 

Mr. Duke. Mine would be; yes, sir. 

Chairman SaALronstaLLt. How many companies would be interested 
in a 25,000-ton ship? 

Mr. Duke. I am not able to answer it, but I would offer the opinion 
that there are substantially limits to the number of companies who 
might be inclined to offer the MSTS 

Chairman SALTronstaLu. Would that be 2, 4, 6? 


On a charter party 


0O0-ton 
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Mr. Duke. No; and, believe me, this is merely an off-the-cuff 
opinion. There possibly would not be over a half a dozen. 

Chairman Sauronstrautu. Half a dozen. How many might be 
interested in the 32,000 tons? 

Mr. Duxe. The number would increase, Senator, and it is a guess- 
ing game for me to give you an answer, but certainly the number would 
increase that might offer on a 32,000-ton boat. 

C a SaLTonsTaLL. And yet some of those that might offer 
in the 32,000 would not be included in the 6 that would offer in the 
25,000. 

Mr. Duxr. No, sir; because I do not think some of these six, which 
is not a magic figure, I wish to state, would necessarily be interested 
in anything larger than around a 25,000-ton. 

Chairman SaLronstaLui. Now, what about the speed? 

Mr. Duxr. That speed appears to me to be one that would be 
suitable to industry in general 10 years from now, which is the first 
time we might get the boats into our own service. 

Chairman Sa.LronstaLL. So that the speed is not a factor? 

Mr. Duxer. No; I think that speed is all right for industry, too, 
10 years from now. 

Chairman SaLtronstaLi. How do you feel about the provision that 
Mr. Haddock suggested about tying up the owner after 10 years as 
to selling to any foreign registry? 

Mr. Duxe. Well, it would certainly limit the number of offers that 
would be made, there is no question about it, in the light of the fact 
that a man would say, I don’t know what the situation is 10 years 
from now.’”’ I hasten to add, sir, that I am not able to say that that 
provision might not be in there if this boat is substantially built as a 
result of Government charter money making it possible, but I hate to 
give you the direct answer that it would limit the number of people 
who would be likely to propose 

Chairman SAvronstaLu. In other words, it would cut that number 
of 6, if it were 25,000 tons; that would cut it down some more. 

Mr. Duke. That is my impression; it would tend to do it. 

Chairman SatronstraLu. I am through. Thank you, sir, for per- 
mitting me to mterrupt you. Have you finished your prepared 
statement? 

Mr. Dvuxe. I will make it brief. 

The figures ] am not going to belabor because I am going to give 
it to General Mudge for the record, upon which the $5 calculations of 
mine are based, and nothing more than to say that if the ship costs, 
we shall say, $7 million, and that is a reasonable estimate based on 
the shipyards that I have talked with, 3 of them, and assuming that 
a $5 rate was the most that could be obtained from the Navy for 
10 years, the total charter income would = first used to pay the 
operating cost of the ship, then the owner or the banker or the com- 
bination of the 2 would wish to set ede in my estimate, around 

) percent return on his invested cavital on a declining balance basis. 

Ww hat would then be left over out of the total charter hire of $5 on 
a 25,000-ton vessel would leave the owner aeons four and a 
quarter million dollars of the seven and a half, or he would then 
receive about 57 percent of his investment in the eo for the first 
and best half of the ship’s life; that is to say, if it is let out to the 
Navy for 10 years, the average tanker has a life of 20. 


C 
ciate 
M 
the 
mat 
C 
M 
no ¢ 
as n 
out 
stru 
old | 
CG 
in? 
M 
pare 
the « 
C 
N 
C 
to h 
veal 
M 
C 
cert 
com 
ship 
M 
bid 
C 
N 
max 
C 
pres 
NM 
C 
N 
pol 
$5 n 
to a 
grea 
unl 
this 
mor 
bein 
was 
Sen: 
is m 
the 
Ne! 
pass 
Hou 


pass 


offe 





Lt 


LS 


LONG-TERM CHARTER OF TANKERS BY NAVY 53 


Chairman SaLronstaLu. In other words, he would have to depre- 
ciate half of that remaining sum then. 

Mr. Duxe. He would have really 43 percent left in the vessel at 
the end of the Navy charter. He would have obtained approxi- 
mately 57 percent in income to go against his construction costs. 

Chairman SALTONSTALL. Yes. 

Mr. Duxr. And my point, sir, as one tanker owner’s view, that 
no one—this is a very broad statement, and I make it emphatically 
as my opinion, no one—is going to build a vessel for anybody and let 
out the first and best 50 percent of its life for 57 percent of his con- 
struction costs because, Senator, the owner will be buyimg a 10-year- 
old tanker. This is really what it amounts to. 

Chairman SaLtronstaLt. What percentage would he be interested 
in? 

Mr. Duxer. This is a guess, this is where the bidding and com- 
parative bidding comes in—lI should say not less than two-thirds of 
the cost 

Chairman SaLronstauu. All right, 66 percent. 

Mr. Duke. Of that vessel. 

Chairman SaLronstaLi. Now, 66 percent wiped off, you have got 
to have a ship that is useful to you for the balance of its life or for 10 
years more at 33 percent or a third, have you not? 

Mr. Duke. That is right. 

Chairman Satronstauu. If it is 25,000 tons, 18 knots, with a 
certain minimum draft, and so on, you say that there are still 6 
companies, in your opinion, who would be willing to bid on such a 
ship? 

Mr. Duke. I believe that, and I do not necessarily mean they swill 
bid only one ship each. 

Chairman SaLtronstTaLLt. How many ships do you operate? 

Mr. Duk. We operate at the present time 1 T-2 tanker; our 
maximum fleet has been 5 

Chairman SaLTonstTaLL. So you are operating one tanker at the 
present time? 

Mr. Duke. That is correct, sir; just one. 

Chairman SALTonstaLu. Are you in position to bid on these ships? 

Mr. Duxr. Yes, we think we are, provided, and that is one other 
point, sir, | wanted to bring up, dispensing for the moment with this 
$5 matter as being one that deserves a careful look, the other matter is, 
to answer your question, my company, and | think it is quite true of a 
great many others, — not today be able to bid on these vessels 
unless the mortgage insurance provisions, which is not a subject for 
this committee, but wish to answer your question unless the 
mortgage insurance provisions are drawn and modified as presently is 
being contemplated in Congress, the bill, | believe, on the House side 
was introduced vesterday, and Senator Butler may introduce the 
Senate version of it today, but until that mortgage insurance provision 
is made in workable form, I do not believe any one is going to put up 
the cash entirely. He has got to put up approximate ly 25 percent. 

Secondly, unless and until the trade-in legislation, which has been 
passed by the Senate last July, I believe, but has never passed the 
House and has not even been reintroduced in the House, until that is 
passed, again | do not believe Admiral Denebrink will receive enough 
offers to make it worthwhile for your committee to pass this legislation. 
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Now, I do say. sir, that this is the only subject related to the whol 
problem that vour committee is to deal with insofar as | know, and 
thus this bill should be passed. But if Admiral Denebrink gets this 


bill and the House side likewise passes it, he then goes out to industry 


with an invitation and receives an inadequate response, a large part of 
the reason v ill be that the mortgage insurance proy isions, the trade-in 
problem has not been broi olt to the pot that the owner can vO 
forward with it 

Now, Senator, owners have known for more than‘a year of the 
contemplated program here and, in reneral, owners have discussed 
with various committees of the Congress and with the Maritime 
Administration these other legs of this problem, and progress is being 
made on them; but I do say that this step is one of the steps. The 
other two have vet to be taken 

How aggressively they have been pushed by industry, I could not 
sav. I have been here for the last 2 months expressing my views to 
the appropriate Members of Congress and to the Maritime Adminis- 
tration, and I would not like to see the industry in this shape, that 
alter a year of having heard about the program and then you authorize 
it, and then Admiral Denebrink gets the invitations out, and nothing 
shows in the record that anything more was needed, and leave the 
industry—and I am not speaking for the industry, I am speaking for 
my company leave them in the position that the response Was one 
that appeared that industry is not interested in this program, based 
upon the results 

Chairman SaLronstTaLu. Have you any other questions? 

Senator STENNIS. No 

Chairman SauTonstaLu. Thank you very much. 

(The prepared statement of Mr. Duke and the calculations in 
connection with his statement are as follows: 


STATEMI ror GORDO DUKE, SOUTHEASTERN Orr & A ILIATES, JACKSONVII 





MM Chair s G Duke \ ) 41 yutheastern Oil 
( J sonvill t., iS a tar ( 

Wi LV ollo Na Depart t's plans to ti charter 
up to 20 industr t new tanker 

On March 4 vour hearing eveloped that the estimated maximum charter 
rate might be $5 per deadweight ton per mont! 

rive dollars may bye a leq ate it, inn op ion, there is a strong possibility 
that more than $5 will be required Evidently, Mr. Anderson, Secretary of the 
Navy, and Admiral Denebrir Commander of the Navvy’s Military Sea Trans- 
portation Service, are not certal ling sufficient tankers at a maximum of 
$5 I understand that Mr. Anderson wrote Chairman Saltonstall. following his 
testimol \ here on Mar I 4 requestil y nat a SS ceiling not be Sel 

I wish to explain some figures which cause me to question whether a $5 rate 
will be sufficient I am not opposing a ceiling I ask only that estimated costs 
be reviewed carefully before a maximum rate is set 

My calculations assume that the tankers will cost $744 million each to build. 
If an owner receives a $5 charter rate for 10 vears he will first have to pay the 
vessel’s operating expenses Next, he will apply the income toward a 5-percent 
interest in his invested or borrowed capital \fter these two items are covered 
there would be about $4!; million left over, out of total charter income, which 


could apply on $745 million construction cost of ship. 
~? ni ‘% 


his means owner would recover about 57 percent of his cost for ship in return 


for giving the Navy the first and by far the best 50 percent of the vessel’s life. 


Generally, the normal useful life of a tanker is about 20 vears. 
It is not possible to predict what percentage of invested capital all owners 
will expect to recover duri the first 10 vears of the tanker’s life. Competitive 
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bidding will take care of that In my opinion, as a shipowner, it is extremely 
like] that all owners will expect to get back more tl} 17 percent of their invest- 
ment in the ship for giving first and best | normal useful life \ 
$5 u Or! 1 , Oo ™mM\ cal ns \ , id ret irh ronty about 57 percent 
oO wWital invested in t! | 

here is another way to express th The owner would be buying a 10-year-old 
tanker for about $344 million, or 43 percent of its construction cost 


Some idea of the value of a 10-year-old tanker may be gained by looking at the 
of T-2 tankers. These are all about 10 They were built 


‘rnment for about $3 million each. Today vou can buy them for 





$600,000, or 20 percent of their construction cost. 


Testimony given here on March 4 by the Secretary of the Navy and the Com- 
mander of MSTS was that if they had to pay a $5 average rate for all 20 new 
tankers their cost would be about $22 milli more in 10 years than if they con- 
tinued in service the present MSTS fleet of tankers 
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owner fer the risk he assumed that the vessel might be worth only its scrap value 
at end of 10th vear. 

If Navy built these tankers, either they must continue to use them beyond 10 
years or charge off their entire construction cost in 10 years, 

I wish to draw attention to an extremely important aspect of the 5. 2788 pro- 
gram. The offers from industry may be fewer than is hoped for. Most of the 
United States-flag tankers are owned by various oil companies. They are not 
likely to be interested in building new tankers and chartering them out for the 
first 10 vears, especially if MSTS wishes to use them in clean service a substantial 
portion of the 10 years. In general, oil companies, like the Navy, prefer to charter 
in the first vears of a vessel’s life and be able to go to more efficient tonnage there- 
after. An example of this is that today you could not hire out, at a decent rate, a 
T2 tanker, which is only 10 vears old. 

Independent tanker owners are not likely to offer new vessels to MSTS unless 
Seve ral tl ings are done I other committees of Congress and other Government 
agencies 

Public Law 288, the ship mortgage insurance bill, needs to be revised. Hearings 
are scheduled next week on that. But a weak spot exists in Commerce Depart- 
ment’s tanker trade-in and build program and is receiving insufficient attention, 
insofar as I know. I refer to some reserve and some surplus problems. Today 











there are nearly 70 United States-flag tankers idle. Over 30 or them are 10- 
ear-old T2’s, onlv one-half their normal life used. If the 5. 2788 program is 
cleared, Navy will place 57 T2’s in her reserve fleet Commerce Department 
hopes to create a national defense reserve of 40 tankers 

[ndustry’s surplus ships are always ready to be pressed into service the moment 
rates climb out of the subbasement. Presumably Navy and/or MSTS could 
break out their reserves anytime they felt industry’s rates were higher than they 
thought they should be {nd remember, Navy doesn’t pay all the costs of her 
operation out of Navy’s budget. Thus Navy might be inclined to break out her 


reserves, without too much encouragement, to keep the ships in trim and to 


conserve Navvy’s budget When she charters industry’s ships, Navy reimburses 
all of the owner’s costs plus a profit, with Navy funds, provided tanker rates are 
normal 

\s pointed out previously, some of MSTS costs of operating their tankers are 
not paid by Navy funds 

Finally, shipowners will remember the prospect of a national defense reserve 
»f 40 tankers becoming a reality and thus, to some extent, hanging over the market. 
In my opinion, very few persons will invest substantial money in tankers to be 
chartered to Navy for 10 years, or for any reason whatever, until the tanker- 


Surplu problem is r j 


! ! esolver 


United States Maritime Administration’s present thinking is that no tankers 
av be traded into the national defense reserve fleet except where owner builds 


new equivalent carrving capacity. This will insure continuing the excess tonnage 
f todav’s level, which is much too high It does not reduce the problem, 

It might be wiser for the USMA to permit the trading in of 14 times the capacity 
f each new tanker. It might also be wise to permit one industry T2 to be traded 


in on each new supertanker built by industry for charter to MSTS, even though 
MSTS plans to retire two of her T2 for each new built chartered. My under- 
standing is that present USMA plans are not to permit an industry tanker to be 
traded in on MSTS new builts 

The 1% to 1 ratio of trade-ins would supply a usable fleet of tankers for the 
national defense reserve fleet while alleviating the surplus problem of industry. 

[t would also encourage more owners, oil companies and independents, to offer 
new builts on the 8. 2788 program. 

USMA has the authority to regulate the ratio of trade-ins to new built. Some 
details of the trade in legislation are due for correction. Hearings are expected 


700n on this subject 





The present 1 for 1, on basis of carrying capacity, trade-in plan is desirable from 
the standpoint of encouraging a greater volume of new ship construction. But if 
the volume of surplus industry tankers is to be continued indefinitely at today’s 
level, very few, if any new ones will be built, in my opinion. ; 

Navy’s reserve fleet will surely frighten many people away from building tankers 
inless this fleet is held under injunction that it will not be placed into service 
except when industry cannot supply the required tonnage, or will not do so at 
fair prices 

The national defense reserve is subjected to such findings, but not Navvy’s 
reserve commercial tankers 
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I cannot emphasize too strongly that our Government must give careful consider- 
ation to the surplus problem It must be resolved if your 8. 2788 program is to 
; 


have a chaiice to produce the hoped-for results for Navy, shipbuilders and ship- 


owners 





I regret that it is necessary, as I see it, to raise these problems. But if attentior 
is not drawn to them while S. 2788 is under consideration the bill will be of little, 
if any, value in achieving the goals desired. If the problems are not resolved 
few tankers will be built 

S. 2788 is a good program. It deserves full support of taxpayers, Congress 
shipowners and shipbuilders. Defense Department and Commerce Departm« 
are both strongly supporting the program, I understand, as is the Nationa 


Security Council 

Your committee is doubtless aware that this idea of long-term chartering by 
Navy of new built, fast industry-owned tankers was first proposed over 4 yea 
ar Korea outbreak shelved the program thet 


It has beer the process of formulatio 


over a vear. S. 2788 is 





step in the right direction, but only one step. I emphasize—only one ste 
Until the mortgage insurance law is made workable and the trade-in legislatior 
is passed and in workable form, and until Commerce Department deals effectivel 











with the i surplus tanker problem, it will be useless for Admiral Denebrink 
to send out invitations to industry, in my opinion 

I ndustry could resolve its surplus problem by simply scrapping all 68 idle 
tankers But to scrap the 10-year old T2’s would be almosi a crime in view « 
fact thev have another 10 vears of usable life in them Over 30 of today’s 68 idl 
United States-flag tankers T2’s Defense Department has repeatedly stated 
we will be woefully short ers in event of a national emergency; that we 
need more, not less tankers 

It must be rernembered, however, that only Government, al! the people, car 
support the cost of maintaining standby defense facilities \ small segment of a 
single industry cannot do it If todav’s 30-odd idle T2 tankers are not giver 
attention, thev will soon cease to exist lo me it seems unbelievable that this 


can be permitted to happen to that part of the idle fleet 


My final comment is that I wish to lay this surplus matter face up on the tabl 
so that when and if MSTS is given the authority and then invites bids fron 
industry for supertankers, nobody will be able to say that industry failed to 
respond without all parties realizing that something more than 8. 2788 is needed 
before industry can respond effectivel\ 

If it is your committee’s wish, I would be glad to insert mv detailed caiculatic 





of a $5 rate in your records of this hearing 
; n ou for the opportunity to testify 
CALCULATIONS IN CONNECTION WITH STATEMENT OF GORDON Dik 


Assume that a 25,000 deadweight tons tankers with an 18 knot fully loade 
sustained sea-speed was built in a United States vard at a cost of $7,500,000 
Assume that owner will receive neither a construction subsic nor a defense 
features subsid 


A vearly total of 275,000 deadweight tons of transportation would be furnished 
to MSTS (25,000 deadweight tons per month for 11 months of each year) as 
iming vessel would off-hire an average of 30 davs per ear for repairs, et« 


lweight tons per mont vould yield gross 





Thus, time ch ot So per deat 


Ineon of $1,3 








‘r cost of operation as follows 


P ' 

Wages S910 
Food LO 
Water 10 
Insurance 325 
Repairs 275 
Consumable stores and rental equipment 150 
Administration expense 100 
1870 


Thus, vearly cost of operation would be $682,550 
Assume that investor-owner seeks a 5 percent return on invested capital. 
Assume that owner would ineur no income taxes during the 10 years vessel was 


under MSTS charter (except on 5 percent return on invested capital) as owner! 
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would receive charter-hire payments about equal to his cost of operation, deprecia- TI 
tion, and service on debts, if any. the 1 
in th 


. ' >, 
Annual income would be distributed as follows: eer Fo 
: : POD FF 
Operating cost of vessel ee dO82, 550 yeree 
5-percent return on invested capital, computed on a declining I 





balance basis, assuming 10-year charter hire was received in ie 
120 equal installments, would average per year (see attached ee 
schedule A . 268, 750 the 
Balance to apply on construction cost $25, 000 aa 
Total 1, 376, 300 Pi 
This $5 rate would return to the owner 5-percent interest on whatever part of and | 
the capital he supplied (which interest would be subject to income taxes) and an 01 
would enable him to recover about 57 percent of the cost of vessel during the 
10 vear MSTS charter 
The net effect would be that owner should expect to supply about $344 million 
of his own funds (4.3 percent of the cost of the vessel) as equity capital. Pre- Ist \ 
sumably, he could onlv borrow on that sum recoverable from the MSTS charter. mm’ 
United States Maritime Administration’s present plans are to allow no tankers my 
to be traded in on MSTS new buildings, sine: S plans to place in reserve co 
fleet two of their present tankers for each new supertanker chartered. Own eq 
must look at picture from viewpoint that what he is doing, in fact, is buying a mi 
10-vear old tanker for about $344 million. This means buying a 10-year-old 2d y 
for 43 percent of its construction cost. Investors will be unwilling to do this, mm) 
in my opinion. T2 tankers were built 10 years ago at a cost of about $3 million. _ Ste 
They are today worth about 20 percent of construction cost vt 
Owner should also expect to supplv not less than $250,000 for capital to operate 4th . 
the vessel and at least another $250,000 cushion to satisfv bankers, if anv, lending 5th } 
part of the construction cost of vessel. No banker will be satisfied that repairs, 6th 
ordinary insurance, and off-hire time due to owner’s negligence or possible labor 7th } 
disputes, will remain within estimates for sure. MSTS will allow escalation of =? 
1 


wages and will cover war risk insurance, if any. Lost time due to labor disputes 
should be small since only military cargoes will be carried. Owner-investor will 
want 5-percent return on above one-half million dollars outstanding 10 vears and 


thus requiring $250,000 interest, which sum is not covered in foregoing income 


10th 





from $5 charter rate, but ma be recovered as described below. Ora 
In all, owner should be prepared to supply around $344 million of his own money s 
to cover 43 percent of vessel’s construction cost and the above one-half million ( 
operating capital and cushion on estimates of income and expenses. who 
Several nonrecurring additional costs will be apparent to owner. Owner- lace 
nvestor will have paid for vessel before any earnings begin. Result is, payments Mr 
made to the shipvard as the construction work progresses, over a period of about NEE 
1 year, will mean owner-i tor will have an average of about $24 million bee 
invested for 1 year before charter hire begins. Owner will expect 5 percent or othe 
$125,000 interest on this item During the course of construction of the new duce 
ship considerable supervision will be necessary. Some legal expenses will be roin 
incurred in the overall transaction to negotiate charter, loan, construction con- = 





tract, ete. Owner will want to recover these costs which are not included in \ 
the $5 charter rate. 6. 

These nonrecurring costs may be recovered by owner if he obtains a 5-year leois 
accelerated amortization from ODM (through U. S. Maritime Administration x. 


and then requests MSTS to pay more than 10 percent of the total charter hire priv 


for each of the first 5 years (to roughly equal amortization schedule). This add 
would reduce the 5-pereent return on invested capital during first 10 years from be | 
$2.6875 million to about $2.2 million on the most favorable basis. This saving of \ 
approximately one-half million will about cover nonrecurring costs of owner, viz, G 
$125,000 interest on payments to the shipyard during construction year and the 

engineering supervision and legal fees. Also, this saving will cover the $250,000 nece 
interest to owner on operating capital and cushion fund which must be supplied. \ 
Finally, this saving should cover charter hire payments during first 5 vears of & 
charter period. These accelerated payments will not be earned until second 5 \ 


years of the charter period. 
If for some reason owner could not obtain about a 60-percent accelerated de- 


lett 


preciation from ODM and/or could not obtain acceleration from MSTS of some of pro! 
charter hire payments during first 5 vears, then a $5 time charter rate would not bees 
enable owner to recover 57 percent of his investment in vessel during first 10 vears. 
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Throughout above calculations it is assumed that terms of charter would be 
the usual industry accepted time charter form. If substantial changes are made 
in the terms, then the above figures would either increase or decrease. 

For instance, it is likely that investor-owner will want to recover more than 57 
percent of his $7.500.000 cost of vessel for hiring out first and best 50 percent (10 
vears) of vessel’s normal useful life even though vessel would be used by MSTS 
only half the 10 years in clean service and the other half in dirty. If MSTS wishes 
to use the vessel 75 or 100 percent of the time, for example, in clean service, then 


the investor-owner would likely expect to recover considerably more than 57 per- 








cent of vessel’s cost for its first 10 vears St 

Che above figures also assume, as previously stated, that vessel would be off hire 
an average of 30 davs per vear for repairs, et« If MSTS paid owner for the repair 
and painting time then the charter rate could be lower than would be the case on 
an ordinary time charter, but not as low as $5, in my opinion 


Ist vear an average of $7.2875 million would be outstanding on owner- 
investor's construction cost of vessel At beginning of Ist vear $74 
million would be outstanding and during vear $425,000 would be re- 
covered on this item out of charter hire, if said hire received in 12 


equal monthly installments Hence, average investment outstand- 
g during the fir t year Wol ld be $7.2875 million at 5 percent equals $364, 375 

2d vear, $7.075 million outstanding at beginning of vear and $6.65 

million at end of year. Hence, $6.8625 million is average sum out- 
anding during 2d vear at 5 percent equals 343, 125 
od year, $6.4375 million outstanding 321, 875 
ith year, 56.0125 million outstanding 300, 625 
5th vear, $5.5875 million outstanding 279, 375 
6th vear, $5.1625 million outstanding 258, 125 
7th vear, $4.7375 million outstanding 236, 875 
Sth vear, $4.3125 million outstanding 215, 625 
9th vear, 83.8875 million outstanding 194, 375 
10th year, $3.4625 million outstanding 173, 125 
Total for 10 vears 2, 687, 500 


Or an average of $268,750 per vear 


Chairman SALTonstaL.. The Chair would like to ask Mr. Lovelace 
who just testified, from the national bulk carriers Is Mr. Love- 
lace still here? What is your position, sir, on these two matters that 
Mr. Duke has mentioned, these two other bills, one of which has 
been passed by the Senate and is now pending in the House, and the 
other one apparently a mortgage provision that has just been intro- 
duced? Do you feel that those two bills are essential if this bill is 
going to be of value? 

Mr. Lovetace. | would say so, yes. 

Chairman SaLtonstauu. In other words, this is merely authorizing 
legislation from the military or Navy point of view, but that before 
private industry would be interested there have got to be some other 
additions to the present Merchant Marine Act before the ships would 
be built? 

Mr. Loverace. I feel it would be very wise, sir. 

Chairman SaLTONSTALL. Wait a minute, you say very wise; is it 
necessary? 

Mr. Loverace. It is hard to speak for an industry, sir. 

Chairman SALTONSTALL. For your own company? 

Mr. Lovetacr. For our own company, I would say that in my 
letter or in my vice president’s letter, Mr. Wagner, to you, which we 
promised to get to you as soon as possible, we could go into that, 
because I am a port engineer; I am more qualified to speak on tech- 
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nical conditions. I have not developed a financial viewpoint to A 
answer your question properly. C 
Chairman SaLtonsTALu. I see. So, putting it this way, you are this 
not qualified to speak, then? prac 
Mr. Lovetace. For the company. Mr. 
Chairman SatronstaLy_. On the Merchant Marine Act of 1936 mor 
and the various other acts? vot 
¥y PS 
Mr. Lovetacr. No, sir. befo 
Chairman SatronstTaLu. Then, General Mudge, we should cer- A 
tainly have some testimony on that question. on t 
Thank you very much. C 
Senator Stennis. He will cover it in the letter. serv 
Chairman SALronsTaLu. From his point of view. with 
Are there any other witnesses present who have not been listed o A 
have not given the committee their names who would like to testify C 
on this? If not, Admiral Denebrink, he is present, is he not? Admiral, Nav 
would you be willing to come forward? The Chair would like to ask A 
you some questions and, possibly, Senator Stennis would like to ask we 
you some questions. grar 
Now, Admiral, you are in command of the Military Transport whic 
Service? volv 
we > 
STATEMENT OF VICE ADM. FRANCIS C. DENEBRINK, COMMANDER, sepa 
MILITARY SEA TRANSPORTATION SERVICE JU. S. NAVY- of tl 
Resumed ae 
ind 
Admiral Denesrink. Yes, sir. my 
Chairman SatronstaLu. That we brought out when you testified I 
previously. Have you seen the redraft of this bill? who 
Admiral Dr vepriInK. Yes, sir. We 
Chairman Sautronstauu. Is the redraft in a form satisfactory to hav 
you? any 
Admiral Dreneprink. I have seen the redraft of the bill, and I am Adn 
representing the Secretary of the Navy, and I would like to call C 
attention to his letter of March 5 with regard to his position on the bein 
buy-American position, and I believe the revision of the bill is in wor 
complete consonance with his views in there. A 
Now, with regard to the $5 limit that is placed in the revised draft, raise 
I also have a position of the Secretary of the Navy in which he is Dep 
constrained to observe that type 
The proposed amendment possesses features which could conceivably prov: at v 
detrimental to the interests of the Government Mention of a specific rate may peri 
cause bidders to point toward a $5 figure, thereby decreasing the likelihood of © 
lower bids 
In addition, the statutory upper limit would prevent the submission of bona “i I 
fide bids at higher rates which, by negotiation, might be brought to an acceptable Lav 
hgeure A 
and he goes on to say: meu 
Va ge Jun 
In view of the above considerations and the discretionary power vested in m« inve 
to reject any and all bids, it my considered recommendation that no charter . 
hire limitation be inserted in 8S. 2788. wer 
ae and 
Chairman SatronstaLu. Have you any further comments? 4 o1 
Admiral Drenesrink. I would like to comment—— 124 


Chairman SatronsTauv. I have some further questions. N 
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Admiral DenreBrink. | have no further comment on that question. 

Chairman Sa.tronstaLu. I would like to ask you if you feel that 
this bill, with the background of the law that is now in existence, is 
practical in going forward with these tankers, do you agree with 
Mr. Duke who has just testified, that we have got to have a new 
mortgage law or an amendment to tk: mortgage terms, and we have 
got to have other amendments to the present Merchant Marine Act 
before anybody would bid on these? 

Admiral Drenresrink. No, I ao not agree with Mr. Duke at all 
on those points. 

Chairman SaLronstaLu. In other words, you fe el that if the armed 
services get this bill that industry will build under the present laws 
without new laws being put on the book, build these tankers? 

Admiral DeneBatnk. That is my opinion; yes, sir. 

Chairman SaLTonsraLL. Have you consulted the counsel of the 
Navy on that, the lawyers of the Navy? 

Admiral DrenEBRINK. We have had a great deal of advice, and 
we have consulted the counsel of the Navy. In the overall pro- 
gram, we have never had any tie-up in the entire length of time 
which we have had this program under consideration that has in- 
volved a connection of this mortgage guaranty provision, nor have 
we had any tie-up of the trade-in and build program, which is a 
separate piece of legislation which has been under the cognizance 
of the Maritime Administration. 

We have had no comment from any interested member of the 
industry involving either of these two features, which has come to 
my attention. 

I have had a great deal of contact with members of the industry 
who have shown a great deal of interest in this proposed legislation. 
We have had the most vigorous interest in this legislation, and we 
have had no point raised which indicates that this program is tied ir 
any way with either the trade-in and build program of the Maritime 
Administration or with the mortgage insurance. 

Chairman SatronstaLi. Have you any objection in the language 
being changed from 25,000 to approximately 32,000, instead of the 
word ‘“‘approximately’’? 

Admiral Deneprink. Very definitely, Senator; | would have to 
raise a strong objection to that from the point of view of the Navy 
Department. The Navy Department wants these vessels of a spec ial 
type as to size and speed. I feel that the 25,000-ton is an upper limit 
at which we can employ the ships in our worldwide trade so as to 
permit us to use the various ports which we might have to enter. 

Chairman SauronsTaLu. Then, do you agree that a charter might 
be higher as a result because the company who builds them would 
have to estimate wiping off the cost in the 10-year charter? 

Admiral Denersrink. Well, I would like to bring out this supple- 
mentary piece of information as, perhaps, a guide for you. As of 
June 1953, the tanker construction worldwide since World War II 
involved the following-sized tankers: 45,000 deadwe = tons, there 
were 6 on order; 38,000 deadweight tons, there were 3 in operation 
and 8 on order; from 33,000 to 38,000 deadweight eal ye re were 
t on order: and from 24,000 to 33,000 deadweight tons, there were 
124 in operation and 189 on order. 

Now, the 25,000 deadweight tons 
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Chairman SALtronstTaLL. Now, wait a minute; what is below that? 
You said 25,000 to 32,000, did you not? 

Admiral Deneprink. 24,000 to 33,000. 

Chairman SaLronstTaLu. 24,000 to 33,000? 

Admiral Deneprink. Yes, sir. I did not carry my study below 
that, but there are tankers of all sizes involved, and the big com- 
panies who move a large amount of fuel, that is, black oil on well- 
known trade routes, can use big ships, but they are few in number. 

[ have seen recently where the National Bulk Carriers is building 
a 63,000-deadweight-ton tanker in Japan of 42-foot draft. We could 
not use such a tanker as that in our business. We are a specialized 
operator, and we must move our ships where we have to take the 
fuel. 

Chairman Sa.ronsra.u. I say, not facetiously, but I would say as 
a side issue to this—put it that way—Boston Harbor has a bridge 
and a so-called Chelsea Creek, where these oil tanks are, and pressure 
is being put on the representatives from Boston and myself and my 
colleague, Senator Kennedy, to get that bridge widened and to get 
that creek deepened because the T-2 tanker, which can go up it 
today, is obsolete. The bridge span is 70 feet wide, and they want 
it wider than that, and they want a greater depth than 30 feet 

I mention that because that is the other side of this same questi mn. 
They say that the T-2 tanker, we are told that the T-2 tanker, is 
no longer commercially practical or it is out of date. I mention that 
because that is the other side of this question, as I see it, and it in- 
volves the question that I asked you: Can there be any value left at 
the end of 10 years to a company that is carrying oil, an ordinary 
company carrying oil? 

Admiral Denesrink. Well, Senator, there are commercial com- 
panies that are building 25,000-ton tankers today. 

Chairman SauronstaLt. What you say is for Navy purposes; 
you want a ship that is approximately 25,000 tons and approximately 
18 knots conaat 

Admiral Denesrink. A minimum speed of 18 knots, fully loaded 
sea speed. 

Chairman SaLronsTALu. You believe that that boat can be char- 
tered, built in America of American materials, registered under the 
American flag, and be chartered for somewhere between $4.50 and $5 
a month deadweight ton? 

Admiral Denesrink. I think that we can get 

Chairman SaLronsTauu. Bids on that? 

Admiral Denesrrnk (continuing). Reasonable bids, and if we can- 
not get a reasonable bid, that the discretionary powers of the Secre- 
tary of the Navy should be employed so as to protect the interests of 
the Government. 

Chairman SavronsTa.u. Well, those discretionary powers would 
not come within this bill as it is now drafted. 

Admiral Denrsrink. No, sir; it would be the discretionary powers 
inherent in his office and in his 

Chairman SauronstaLu. But he could not go forward under this 
bill and build those tankers if he could not get it within the terms of 
the bill unless there is some discretion in his office, could he? 

Admiral Deneprinkx. The way your bill is revised, Senator, it 
would put a limit of $5 on him, and the Secretary of the Navy has 
asked that that not be included in the final act. 
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Chairman SALronstaLu. Yes, the Chair understands that. 

Admiral Denesprink. Yes, sir. 

Chairman Sa_tonstauy. That is a question for legislative deter- 
mination. 

Admiral DeNEBRINK. Yes, sir; that is correct. 

Senator STENNIS. You want that removed now—I want to be sure 
[ understand it, you want that limitation removed—and have him 
vested with discretion to protect 

Admiral DENEBRINK. That is the sense of the Secretary’s letter to 
the committee. 

Chairman SALTONSTALL. So that vou would leave the trading 
entirely to the Secretary of the Navy; that is what it amounts to? 

Admiral Denesrink. That is correct, sir. 

Chairman SALTonsTaLL. Have you any questions, Senator Stennis? 

Senator Stennis. No, nothing further. 

Chairman SALTonstaLL. Have you anything further to add, 
Admiral? 

Admiral Denresrink. I would like to say that Mr. Hoyt Haddock 
came up here to testify before your committee and stated that he 
heard a rumor I was chartering seven Panamanian ships. I just 
want to say that is not a correct statement. 

Chairman SaLronstaLu. The Chair thanks you, thanks the admiral 
for his testimony. 

Senator Stennis. Pardon me, Admiral, you say it is not correct. 
You mean there is no basis in fact or there are some ships involved or 
seven or what? 

Admiral Denesrink. It is not true, sir. 

Senator STENNIS. Not true. 

Chairman SauTonstauu. There are no ships involved? 

Admiral Deneprink. No Panamanian ships involved. 

Chairman SauttonstaLu. Yes. Thank you. 

If there is no further testimony, we will close the hearing, subject 
to receiving such letters as the Chair has asked for, by the end of the 
week. 

The meeting will be adjourned. 

(There follows the correspondence between the chairman and the 
Secretary of the Navy.) 

UniTep STates SENATE, 
COMMITTEE ON ARMED SERVICES, 
March 31, 1954. 


Hon. Ropert B. ANDERSON, 
The Se etary of the Navy, Washington D.C. 

Dear Mr. Secretary: Upon reviewing the testimony taken on 8. 2788, the 
so-called supertanker bill, on Tuesday, March 30, I feel that there is a need for 
a Navy statement as to how the proposed charter rate is computed. 

On page 61 of the transcript there is discussion of this subject, and again begin- 
ning on page 82. To clarify the record a statement by the Navy Department 
should be furnished, to be included at the conclusion of Admiral Denebrink’s 
testimony on page 108. At the present time our only information on the subject 
is contained in the form of work sheets and memoranda in the subcommittee’s 
files. 

It would be appreciated if this information could be furnished as promptly as 
practicable. 

Sincerely yours, 
LEVERETT SALTONSTALL, Chairman 
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DEPARTMENT OT THE NAvy, 


OrricE OT THE SECRETARY, 


Washington, April 7, 1954 


I Vi rT DA oO I 
( man, ( i to # 
y ted St We ton 25. D. ¢ 
My Dear Mr. CuHarrmMan: With regard to your request of March 31, 1954, 
meerning the bill S. 2788, for an additional statement on how the proposed 
rate is compute I hig requested such a stater nt from the Commander, 
Vi r Sea ransp< . ind he has sup} {1 me with the following: 


In the testimonv of Mr. Hovt Haddcoec f the CLO Maritime Committee and 








Mr. Gordon Lul ; stern Oil & Affiliat there appears to be an 
WSs iol 1 1 ‘ , 1 el} ‘ter rates for the pr yposed new 
25 OO00-dead we } t i the Navy Department based its cale lations uno 
MSTS experie! bien ration of T—2-type tankers under contract and that 
1 no ve ( : rate to all cost Such an assumption is entirely 
ous ont platir offers for the charter of the larger tankers, con- 
final g, and operat | er 9 the following basic assumptions: 
a Estimated « t of construction: $7.500.000 
b) Inter t 4 ' 
Maximum amortization: 6 ’6 percent bv t end of 10 vears 
Operating of from $100,000 to $250,000, dependent upon the 
ber of tankers ' ' 
Estimated dail. perating costs, ineludir overhead, based upo1 
erience with « 9 300-deadweight-ton tankers now under charter to 
MSTS 
f \verage o I » davs per veal 
Reasonable return on capital furnished by owner 
Che above assumptions were formulated after tensive conferences with 
ynstruction and operating segments of the tanker industry and are considered 
» be realistic Using the assumptions, it is calculated that the charter rates to 
fTered should avera within the range of $4.50 to 35 per deadweight ton per 
mth over the 10-vear period 
[ trust that the foregoin ill serve to clarify the record in this matter 





Sincerely yours, 
Tuomas 8. Garss, Jr., 
Acting Secretary of the Navy. 


Whereupon, at 12:10 p. m., the subcommittee adjourned.) 


x 








